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Delray Electric Table Model with 
black Moldex decorative trim and 
Moldex buffet tray . 


A $630 VALUE 
ONLY $495 


—red slightly higher 


This is the greatest “special” in The above price is for the 8-cup sid 
Silex Glass Coffee Makers you have There is also available a 10-cup si 
ever been able to offer! It’s a value ; 

bound to add many more of these —a $6.80 value for $5.45. Special al 
popular load builders to your lines. applies to Kitchen Range Mod 
Make the most of this extra busi- which is a $3.75 value offered at on 


ness opportunity. Stock and pro- ; : ; 
mote the “Treasure Chest” Special $2.95. Red trim slightly higher f 


now! all models. 


Pyrex brand glass used exclusively 


THE SILEX COMPANY, DEPT. P-2, HARTFORD, CONN. 
Creators of the Glass Coffee Maker Industry. 


ttn EX 


TRADE MARK REGISTERED U.S PAT. OFF, 


BREWING COMPLETED WITHOUT REMOVING GLASS FROM STC 
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ARBER 


Gas Pressure 


egulators 
Add to the 


Performance 
and 
Appearance 
of any Gas 
Appliance 


‘THE trim, modern styling of Barber Regulators is a factor 

which counts, in today’s heating equipment, and has in- 
fluenced many gas appliance makers to adopt them as standard 
accessories. The prime importance of a thoroughly depend- 
able regulator is now recognized as essential to flame control, 
safety, and fuel economy. 


Mechanically, Barber Regulators are built to very high 
standards of accuracy, and tested for operation within 3/10 
pressure drop. All-bronze body is compact and well propor- 
tioned. All working parts are brass. Sizes 1/4” to 1-1/2” tested 
and certified by A. G. A. Testing Laboratory. For appliances 
which you sell, sponsor, or manufacture, your use of Barber 
Regulators stands as an additional proof of Quality mer- 
chandise. 


Attractive folders on this Regulator will be furnished 
free, at your request, for distribution to your trade. 

@ Write for catalog and price list on Barber Burner @ 
Units for Gas Appliances, Conversion Burners for 
Furnaces and Boilers, and Regulators. 


HE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


°© BARBERS?2SBURNERS 
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IN THE CAUSE 
OF BETTER SERVICE 


Proper planning enables our Electric 
Utilities to provide their excellent ser- 
vice in time to meet the increasing 
public demand. 


In the same manner, the equipment 
manufacturers anticipate the demands 
of every part of the plant. This is ac- 
complished by constant laboratory re- 
search and development of produc- 
tion equipment. 


Okonite-Callender is always ready with 

the right kind of cable equipment to 

meet new service demands. Its facili- 
ties, too, are constantly 
functioning in the cause of 
Better Service. 





oak 









OKONITE QUALITY CANNOT BE WRITTEN INTO A SPECIFICATION 
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E have the word of none other than H. 

G. Wells, noted British author, historian, 
and prophet, that the common carrier in urban 
transportation is going to be with us for 
years to come. Indeed, if we recall his de- 
scription of the future city in his book “Things 
to Come,” the business of shuttling human 
cargo for hire up, down, and crosswise 
throughout the numerous levels and com- 
plicated corridors of the city of 2036 is going 
to be a bigger business than ever. 


Wuat interested us most about Mr. Wells’ 
city of the future was the absence of parking 
problems and undue traffic congestion. Pri- 
vately owned and operated conveyances were 
mentioned, to be sure, but they seem to be used 
principally for long-haul and interurban trips, 
restricted to certain “public ramps.” 


Now this may all seem too remote to bring 
much comfort to the struggling street car 
business of today. But it is certainly safe to 
say that intra-urban common carriage, like the 
poor in the Gospel, we will have with us al- 
ways. And whether our cities continue to 
grow out into the suburbs or straight up into 
the air, the need for rapid transit becomes 
more acute as each passing day witnesses new 
parking restrictions on the private automobile 


JOHN BAUER 


Urban mass transportation is becoming. more 
of a social service than a business enterprise. 


(SEE Pace 209) 
FEB. 16, 1939 


MERWIN H. WATERMAN 


Has the Holding Company Act scared off 
utility investment? 


(See Pace 195) 


in the downtown sections of our larger cities. 
In view of the limited traffic capacity of city 
streets, the outlook seems to be that cities will 
require more, not less, common carrier 
service, 


Or course, this live-horse-and-you'll-eat- 
hay argument does little to solve the economic 
problem of the street railways as of today. 
The street railway industry finds itself under 
pressure in some cities to make an expensive 
substitution of busses for street cars, and, in 
a few large cities, to make a still more expen- 
sive substitution of underground for surface 
operations. And all the time the industry 
struggles along upon a narrow financial mar- 
gin of support from a reduced patronage. 
What can the street car business do in such 
a situation? What should it do—to be saved? 


Dr. JoHN Bauer, whose article on this sub- 
ject begins on page 209 of this issue, has long 
been interested in the fundamental economics 
of urban mass transportation. As regular 
FortTNIGHTLY readers will recall, Dr. BAvER, 
noted for his articles and research studies in 
the field of utility economics, is now director 

of the American Public Utilities Bureau, with 
headquarters in New York city. 
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RILEY STEAM GENERATING UNIT 


Installed in the plant of 
Central Illinois Light Company, a Ill. 


(Commonwealth & Southern 


300,000 Ibs. steam per hour, 900 Ibs. pressure, 875° F. Steam Temperature 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT TACOMA 
&8T. Louis CINCINNATI HOUSTON CHICAGO ST. PAUL. KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
_PULVERIZERS - BURNERS - “MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 














PEAKING of transportation problems, 

Washington circles are still agog over the 
bill recently introduced by Chairman Lea of 
the House Interstate and Foreign Commerce 
Committee to amend the Transportation Act 
in such a way as to bring inland waterways 
under the control of the ICC. Testifying in 
favor of the Lea bill, one of the members of 
the ICC, Commissioner Splawn, told the com- 
mitteemen that the purpose of this proposal 
was to eliminate unfair competition. In 
another portion of his testimony, Dr. Splawn 
recommended that the railroads should be re- 
lieved of the burden of granting rate prefer- 
ences to the Federal government. 


TAKING both of these suggestions together, 
it would seem to follow that if the Federal 
government is going to avoid appearing in the 
position of robbing Peter to pay Paul, it will 
either have to discontinue granting direct or 
indirect subsidies to inland waterway carriers 
or else help out the railroads to the same 
extent. 


Sucu is the subject of the article in this is- 
sue (page 218) by Frank M. PATTERSON, noted 
consulting engineer of Chicago. Mr. PATTER- 
SON is perfectly at home in the transportation 
field because in 1914, following his graduation 
from the University of Iowa, he became 
associated with the valuation bureau of the 
ICC. Prior to that he had had engineering 
experience with the C. B. & Q. Railroad Com- 
pany. In 1925, Mr. Patterson left govern- 
ment service to take up editorial work and 
private practice in Chicago. 


¥ 


stupy of utility financing which has taken 
A place under the Holding Company Act is 





FRANK M. PATTERSON 


Are inland waterways leaning heavily upon 
the crutches of subsidy? 


(SEE Pace 218) 
FEB, 16, 1939 








PAGES WITH THE EDITORS (Continued) 


a significant inquiry. How much has there 
been of it? How successful has it been in 
comparison with other utility financing? Such 
is the subject discussed in the leading article 
in this issue by Merwin H. Waterman 
associate professor of finance at the Univer. 
sity of Michigan. Following his graduation 
and post graduate work in economics at the 
School of Business Administration of the 
University of Michigan (Ph. D., ’32) Pro- 
FESSOR WATERMAN has devoted much of his 
time—not taken up by his teaching duties— 
to analysis of utility financing. He is the 
author of “Financial Policies of Public Utility 
Holding Companies” and numerous shorter 
articles on allied topics. 


THE extent to which New Deal legislation, 
such as the Holding Company Act, has af- 
fected private utility financing may soon be 
equalled in point of interest by the effect of 
recent Federal policies and pronouncements 
on the financing of public agencies. For 
example, the views recently expressed to Con- 
gress by President Roosevelt concerning the 
desirability of removing Federal tax exemp- 
tion features from securities issued by state 
and local public agencies are reported to be 
having an unexpected repercussion in the field 
of public utility financing. 


> 


eee Nebraska, for instance, comes word 
that the frost is still on the pumpkin as 
far as the proposed state public power mo- 
nopoly deal is concerned. While the threat of 
eventual taxation probably has less to do with 
the timidity of investors towards the securi- 
ties of the Nebraska public power districts 
than the more immediate threat of taxation of 
these districts by local city governments, it is 
perfectly obvious that neither development 
could be anything but a hindrance to the 
hard-working promoters who are trying to put 
over the Nebraska public power purchase 
deals. After all, the problem is essentially 
economic, as distinguished from pro-owner- 
ship court rulings, such as the recent TVA 
decision. 


It all goes to show that the securities issued 
for publicly owned utility ventures may be- 
come just as much subject to adverse eco- 
nomic and legislative developments, as has 
already been demonstrated in the field of pri- 
vately owned utility investment. Incidentally, 
this raises the fair question as to whether 
additional restrictions on security issues of 
public agencies, such as the removal of Fed- 
eral and locai tax exemption features, will 
have the effect of driving a large share of 
investment back into private utility securities. 


THE next number of this magazine will be 
out March 2nd. 


iy Colin 
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‘STOP POSTING psoosts 


| K> 
(LOOK ’ OVERHEAD and OVERTIME 


YOU RECORD FIGURES AS YOU READ THEM 
.» + WITH THESE TEN SIMPLE KEYS 


ONLY TEN KEYg 


You can touch any key of this 
keyboard without moving your 
hand because it’s only 4” wide. 
There’s but one key per numer- 
al, that’s all. 


Dalton Model 890-J. Posts customer’s ledger 
AND imul ly through an ex- 
clusive dual printing feature, accounts payable 

remittance advice simultaneously, and 
other applications—no carbons, all originals. 





NE important feature all Remington Rand- 

Dalton Bookkeeping Machines have in com- 
mon. That’s the keyboard. And the 10-Key Dalton 
keyboard is the reason for their amazing speed and 
accuracy. It completely eliminates all STOPS for 
decimal selection, all LOOKS to determine which 
of many keys should be depressed. 
No other bookkeeping machine has this simple 
keyboard. No other bookkeeping machine is so 
able to speed the lowering of accounting overhead, 
to cut bookkeeping overtime. 


Whether you record charges on ledger and state- 
ment separately—or in one operation, this same 
10-key keyboard does all the work. Other book- 
keeping steps are automatic. Dates are set just 
once a day, and are entered automatically for each 
item, Debits are automatically added to previous 
balances, credits are automatically subtracted, 


Records figures as you read them 
from left to right, automatically 
arranges them, tens under tens, 
hundreds under hundreds, thou- 
sands under thousands. Commas 
and decimals are automatic. 


Dalton Model 490-Z. Posts customer’s ledger or 
statement, inventory or payrolls, general ledger or 
accounts payable. Automatically produces and 
totals a proof-record of entries. 


new balances are automatically extended—by 
machine and with machine accuracy. Automatic 
by-product of your posting is a detailed proof- 
record, totaled for comparison with controls. 
You know—instantly—your work is correct. 


Add this security to your accounting plan. Utilize 
this posting speed. Remington Rand’s analysis 
will reveal your opportunities for profit and will 
not obligate you at all. Call or phone our nearest 
branch. Remington Rand Inc., Buffalo, New York. 
Branches everywhere. 


| Scevaabbateacoyale y¢-bate Mm hates 


BerrALlLO e NEW YORK 
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Because Cherefore 


Vulcan Soot Blowers New Boilers 


eS 











Installed in the 


Same Plant were 


After 17 Years of Continuous 


Service in one Plant Gave 


Uniform Excellent Equipped with New Type 


Results Vulcan Soot Blowers 








1920 Pennsylvania Electric Company installed at its Seward 
Station Vulcan Soot Blowers for 3 B. & W. cross drum, 275 lb, 600 
deg T. T. Blowers. 





These blowers are still in service and are 
giving continued uniform good results 











1937 At this same station 2 new B. & W. 2000 hp, 675 lb, 825 
deg T. T. boilers and economizers were installed by the Pennsylvania 
Electric Company. 





For these new boilers Vulcan equipment 
is automatic cast steel, 900 Ib., Model LG-1 
units of the latest, most improved design 











1939 ‘Today Vulcan Soot Blowers in all 5 boilers old and new are 


giving perfect service. 


VULCAN SOOT BLOWER CORP. 


DuBois, Pennsylvania 


a 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 
—MonrTAIGNE 























Jesse JONES “We should all remember that it is the money borrower 
Chairman, Reconstruction Finance who makes the mare go.” 

Corporation. 
¥ 

ARTHUR E. MorGan “They [the TVA board] are giving power away. I 
Former Chairman, Tennessee say that flatlhy—they are giving power away.” 
Valley Authority. 
a 


Cuares F. Ketrrerinc “Research workers are amateurs—they’re always 
“ace President, General Motors working on something they don’t know anything about.” 
Corporation. 
ro 


RicHarp L. NEUBERGER “Practically all the leading advocates of public owner- 
Writing in Survey Graphic. ship in this country are lawyers or politicians, or both. . .” 


* 


Victor WEYBRIGHT “Autonomy on the part of executives in control of large 
Managing Editor, Survey Graphic. corporations is going out of fashion as a form of Amer- 
ican individualism.” 






































¥ 


EpitrorIAL STATEMENT “Tf there is any single classification of the business 
Electrical World. which public utility people have treated like a stepchild, 
it is without doubt the street-lighting business.” 


» 


N. C. McGowEn “The gas industry does not desire to sell consumers 
Retiring president, American Gas more gas than they need, but it is important to sell con- 
Association. sumers all the gas they really need and can benefit by 
M4 ” 
using. 
- 


“ 


FLtoyp W. Parsons . it is too much to expect that utility executives 
Editorial Director, Gas Age. who are solely interested in gas will go on unruffled and 
silent in the face of an attitude of contempt by electric 

competition.” 





aa 
Cuartes R. Hoox “We agree that, as a public safeguard, government must 
President, American Rolling Mill — set up certain standards designed to protect the public in- 
Company. terest. But the difference between regulation and control 

is as night and day.” 

+ 
James F. Beti “No governmental activity will endure competition, and 
Chairman of the Board, General government alone has the power to disregard its own laws 
Mills, Inc. in the creation of monopolies by the destruction or con- 





fiscation of competing agencies.” 
FEB. 16, 1939 12 
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RayMonpb MoLey 
Former Presidential adviser. 


JaMEs F. Byrnes 
U. S. Senator from South 


Carolina. 


Epiror1AL STATEMENT 


Broadcasting. 


GrorcE GALLUP 
Director, American Institute of 
Public Opinion. 


Hersert S. BiceELow 
Former U.S. Representative from 


Ohio. 


Witt1am O. DoucLas 
Chairman, Securities and Exchange 


Commission. 


EDITORIAL STATEMENT 
The Traffic World. 


FRANKLIN D. ROOSEVELT 


REMARKABLE REMARKS (Continued) 


“Business can honestly hope for relief from some of 
the more oppressive forms of regulation of the past three 
years, but it should not hope for a reaction that will sweep 
away the earlier and sounder reforms of the New Deal.” 


¥ 


“T do not think that the present public debt is dangerous, 
but it can become dangerous if life continues to be just 
one emergency after another and if we adopt as our na- 
tional slogan, ‘As Long As It Is Going to Be Spent, We 
May As Well Get Ours.’” 


bs 


“Tf it accomplishes nothing else (and the prospects do 
not appear very bright), the FCC’s network inquiry al- 
ready has served a useful purpose. It has tended to focus 
industry attention on self-regulation and the development 
of voluntary program standards.” 


¥ 


“Tf public opinion is sovereign in political and social mat- 
ters, then foresighted business men will count it one of 
their first duties to analyze opinion trends, be familiar with 
the directions in which they are moving, and know the 
speed of their change.” 


¥ 


“To transfer tax burdens from wages and payrolls is 
to remove a penalty upon industry. To distribute taxes 
so as to bear down somewhat on those who are playing 
the dog in the manger with natural resources and avail- 
able sites for industry is to penalize privilege and give a 
spur to industry.” 


> 


“. . it was not until we had cut our way through a 
phalanx of protecting legal strategists that we were able 
to sit down with the operating heads of the [utility] 
companies and work out our joint problems, not as ad- 
versaries, but as technicians bent on getting done the job 
which Congress had prescribed.” 


¥ 


“There are many important dates in American history, 
some of them glorious and some of them shameful. To 
the latter should be added November 4, 1938, the day the 
railroads, by withdrawing the wage cut, sold their birth- 
right for a mess of pottage and took the first definite step 
toward plunging themselves into government ownership.” 


¥ 


“The two nations, Canada and the United States, share 
a great water resource which is today only partially 
used. Removal of the barriers to its full use for naviga- 
tion will release millions of horsepower of cheap hydro- 
electric energy in sections in which the rapidly growing 
market for power will soon overtake present sources of 


supply.” 
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Special Advantages 
of the BOWL MILL 


Ability to Handle Hot Air. 
Positive Lubrication. Quiet, 
Vibrationless Operation. Con- 
venient Adjustment. 








Inaddition to such commonly accepted measures 
of pulverizer performance as reliability, power 
consumption, maintenance, capacity and fine- 
ness, there are other highly important considera- 
tions. For example, the ability of the mill to 
effect satisfactory reduction of the moisture con- 
tent of raw coal. Some years ago, this important 
function was performed by cumbersome, ex- 
pensive and never completely satisfactory ap- 
paratus external to the mill. In recent years, 
coal drying has been accomplished in the pul- 
verizer by supplying preheated air. The extent 
of drying, however, particularly with coal hav- 
ing a high initial moisture content, has been 
limited by the ability of the pulverizer to handle 
air at temperatures high enough to effect satis- 
factory drying without impairing mill operation. 


Until about the middle of 1935, the maximum 
air temperature considered practical for pulver- 
izing equipment was about 400 F. Then came 


the Bowl Mill and with it new standards of mill 
drying. A recent service report reads, “On this 
installation, using Illinois coal with 15 per cent 
moisture, the mill is supplied with air at 600 F 
—no tempering.” An unusual case —but the 
Bowl Mill was designed for this kind of service. 
Adequate mill drying depends upon proper agi- 
tation and aeration, and the method of circula- 
tion employed in the Bowl Mill performs that 
function perfectly. 


The C-E Raymond Bowl Mill has demon- 
strated in service not only that it possesses the 
special advantages listed in the panel above, but 
also that it is a remarkably dependable, efficient 
and economical pulverizer. Before you buy, in- 
vestigate the advantages of the Bowl Mill—visit 
an installation—get the facts first-hand from 
the men who operate the equipment. A new 
catalog is available—write for a copy. 


A-430 


Combustion Engineering Company, Inc., 200 Madison Ave.,New York » Canada: Combustion Engineering Corp Ltd., Montreal 


COMBUSTION 


ENGINEERING 
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STOPPERS 


All Types 


PIPE LINE SUPPLIES 


Goodman Stoppers 
Gardner-Goodman Stoppers 
Goodman-Peden Stoppers 

Goodman Cylindrical Stoppers 
Bags—Rubber, Canvas Covered 
Plugs, Service & Expansion 
Pumps 
Masks 
Brushes 
Tape—Soap & Binding 


Catalogue mailed on request. 


SAFETY GAS MAIN STOPPER CO. 


523 Atlantic Avenue 
Brooklyn, New York 











R:lE HI-PRESSURE 


contact INDOOR SWITCHES 


Years of successful experience with Hi- 
Pressure contacts on outdoor equipment 
has proven their advantage and effective- 
ness. Their application to the Type 
“HPS” Indoor disconnecting switch 
shown above has resulted in much higher 
efficiencies along with easier operation. 
Concentrated contact area under high 
pressure assures a clean metal to metal 
contact at all times. 


All switch parts are non-ferrous, brushed 
and lacquered for appearance. Note that 
all switches have double blade construe 
tion for strength and rigidity. 











RAILWAY INDUSTRIAL 

ENGINEERING CO. 
GREENSBURG, PA. 

Sales offices in principal cities 
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TH E N EW flmetican 


HAND MODEL DUPLEX 
RECEIPTING PERFORATOR 


for 


Public 


the Perfect Receipting Device for Gas, Light, Water and Telephone 
Offices, or anyone receiving window payments in any volume. 


An entirely new and moderately priced HAND 
OPERATED RECEIPTING MACHINE 

More than 90% of its parts interchange with those 
in our well-known Portable Electric model, includ- 
ing the die block cutting unit and cashier identifi- 
cation keys .. . Dates can be changed quickly .. . 
Each machine equipped with two sets of identifica- 
tion control keys which identify the operating 
cashier on every bill and stub receipted . .-. 


DOUBLE LOCK CONTROL .. . The built-in, 
pin-tumbler locks give double lock control and can 
be had with one master key or two individual keys 

THIS NEW HAND OPERATED RE- 
CEIPTOR is not intended to replace our present 
electric machine. It has been designed specifically 
to meet the great demand of Public Utilities for 
an inexpensive and efficient receipting perforator 
for their smaller offices. 


For Demonstration, Trial or Information, write to— 


THE AMERICAN PERFORATOR COMPANY 


Established 1910 


Executive Office and Factory 
625 W. Jackson Boulevard 
CHICAGO, ILLINOIS 


Eastern Sales and Service 
227 Fulton Street 
NEW YORK CITY 
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Hi STAMPA, FLA. 


Stone & Webster Engineering Corp., Engineers 


MODERNIZED BY SUPERPOSITION 


STATION OUTPUT RAISED 22% 
WITHOUT COSTLY BUILDING CHANGES 
OVERALL EFFICIENCY APPRECIABLY IMPROVED 


Situation «More capacity needed and higher efficiency desired. All building 
space filled. 


Solution Topping installation made in 1937. Two Babcock & Wilcox In- 
tegral-Furnace Boilers replaced three boilers having a combined 
capacity of 134,625 lb. of steam per hour at 250% rating and which 
had been installed in 1912 and 1913. New 7500-kw. turbine for 
operation with steam at 830 Ib. pressure and 825 F. at turbine 
throttle, superposed on four turbines installed between 1913 and 1926 
He operating with steam at 185 |b. pressure and 48! F. at turbine 
throttles. 


eCapacity each—140,000 Ib. of steam per hour (maximum continuous} 
at 860 Ib. per sq. in. operating pressure and 825 F., fired by three 
B&W Steam-Mechanical Atomizing Oil Burners. 


B&W Integral-Furnace Boilers best provided necessary capacity for 
available space, without disturbing roof, and with minimum change in 
floor to permit location of air heaters in basement. 


Station capacity increased approximately 22% (from 34,000 kw. to 
41,500 kw.), with minimum building changes and without additional 
condensing equipment. New boilers carry most of the normal station 
load, effecting appreciable improvement in boiler-plant and station 
overall efficiency. 


Bulletin G-17-A de- 
scribing the Inte- 
gral-Furnace Boiler 
will be sent upon 
request. 


BABCOCK & WILCOX 
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JUST PUBLISHED 





Problems in 
PUBLIC UTILITY ECONOMICS 
AND MANAGEMENT 


By C. O. Ruggles 


Professor of Public Utility Management 
Harvard University 


772 pages, 6 x 9, $6.00 
New 2nd Edition 


This new book provides a comprehensive understanding of the problems of 
public utility economics, management and regulation. The problems pre- 
sented for analysis and solution deal primarily with economic and business 
aspects of public utilities in the light of their marked physical expansion as 
well as the striking changes in organization and management during the past 
five years. 


One hundred and twenty problems are given—each presented with con- 
siderable statistical background, and followed by questions indicating the 
significant issues. 


Special Features of the Revised Edition: 


—the chapter on production problems, showing the significance of load factor and the ad- 
vantages of physical integration and coordination of facilities. 


—the role played by holding companies; the responsibility of management for development 
of the business and for efficient service. 


—wholesale and retail marketing of public utility service, with special consideration of 
rates and demand for service, off-peak utilization of utility facilities, etc., etc. 





PUBLIC UTILITIES REPORTS, INC. 


MUNSEY BLDG. WASHINGTON, 'D. C. 
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General Motors Trucks outpull all others be- 
cause the new GMC SUPER-DUTY engines 
develop more torque per cubic inch piston 
displacement. Thus, GMC trucks provide 
greater pulling power than other trucks of 
equal engine displacement and equivalent 


total gear reduction and tire size. 


GMC’s new POWER-PAK pistons and com- 
bustion chambers result not only in increased 
power but also in more efficient use of fuel! 
For the first time in truck engines, power 
has been stepped up and gas consumption 


definitely reduced—a combination that 


TEN NEW GMC 2-CYCLE assures greater return on the dollar invested 
DIESEL TRUCKS—bring Diesel for every GMC truck user! . . . Better per- 


economy within reach of all medium 

and heavy-duty truck operators! formance and economy with GMC’s are 
GMC Diesels are smaller, lighter as 
and smoother in operation—and easy provable by any test of your own driving! 
tounderstand, todrive and to service. 


Our own YMAC Time Payment Plan assures you 
of lowest available rates 
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From the Early Period 
of the Telegraph tothe present 
remarkable development inthe field of Electricity 


KERITE 


has been continuously demonstrating the 
fact that it is the most reliable ae 
permanent insulation known 
THE KERITE Wis?52 COMPANY INC 


NEW YORK CHICAGO SAN FRANCISCO 


RG 


9@) 


OA 
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ire it from this old timer ... when he says that 


EL SEAMLESS STEEL BOILER TUBES 


», ‘The best tubes we have handled in 40 years’’ 





,H. Wolford of H. Wolford & Company, Philadel- 
hia, has been repairing boilers for over forty years. 
ead what he says about J & L Boiler Tubes — 

“For many years, we have used one make of Boiler 

Tube and thought they were best, but just a few 

weeks ago, we placed through a Philadelphia jobber 

an order for 192 of your 3” x 18’ Seamless Steel 

Tubes and want to say that these tubes are the best 

for staying put and turning over that we have han- 

dled in forty years. From now on we will handle 
nothing but J & L Tubes.” 
‘Mou, too, will find that J&L Seamless Steel Boiler 
ubes roll in faster and stay put... that J&L Boiler 
ubes save you money on installation costs ... and 
hat their longer life and increased efficiency keep 
oilers at work earning profits instead of losing them. 
There can be no failure at or near a weld with J & L 
mless Steel Boiler Tubes . . . because there are no 
elds. They are rolled from solid billets of selected 
el. When you need boiler 
Bubesin ahurry, these easy work- 
@og J&L Tubes are no farther 

way than your telephone. Call 
our J & L distributor. He has a 
omplete stock of sizes 1 O.D. 

0 6" O.D. inclusive, which com- 
ply with all recognized boiler 
pecifications. 


ONES & LAUGHLIN STEEL CORPORATION 


AMERICAN Inow ano Stee. Woans 
PITTSBURGH, PENNSYLVANIA 


A 
NERS OF MICH QUALITY IRON AND STEEL PRODUCTS sINcE asse 


Dewey 357! 
2219 S.24th. St. 





RETUBING, CAULKING& WELDING. 
egg 


om 


Why High Ductility is 
Vitally Important 


{a} Jones & Laughlin 
Seamless Tubes with 


© their high ductility 
= forma smooth, tight 


joint and “stay put”’ 
permanently...when 
they are expanded, 
flared and beaded in. 
See diagrams below. 


RIGHT 


REI Wg 


eR 


\ 
SOG 


and _ welded steel tubular prod 
| cludes seamless pressure tubes, condenser 


{6} Tubes not suffi- 
ciently ductile resist 
forming and tend to 
om away from the 

oiler plate. Such 
tubes require longer 
time for working and 
leaveimperfect joints. 
See diagrams below. 


WRONG 


SSS 


| 
S 


ae" 


> J &Lmanufactures acompleteline of seamless 


ucts. This in- 


and heat exchanger tubes. 


Flange steel plates and firebox steel. 


J&L—ALWAYS MAKING FINER CARBON STEEL 
PRODUCTS FOR NEW AND BETTER USES 
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The EGRY 
SPEED-FEED 


saves 50% ... and more 
in typewriting multiple 
copy Business Forms 


Such is the almost unbelievable performance of the Egry Speed 
Feed, the amazing attachment that daily saves money for thou 
sands of businesses. Converts any typewriter into a practical bill 
ing machine in one minute without change in typewriter construc 
tion or operation, or interfering with its use for correspondence 

i i . ime 0 

Maw weed ty feeding willie Automatically interleaves and removes carbons; makes all _ 
to assure complete control over operator productive. Speeds up output 50% or more, and gets all im 
jail, salesroom transactions | in- portant forms into the mails on time! Eliminates costly one-time carbons 
volving cash, the Egry Auditor h 
System (register | and ott loose or padded forms and carbons and other wasteful methods, yet the 
ve fe gs es el Speed-Feed costs less than 2c per day for only one year! Address Dept 
eannot be opened without ree. F-216 for information on the application of the Speed-Feed to your in 


bei ade the - Pel ° ° P cast 
for. Details on peeve. dividual requirements. Demonstrations arranged without cost or obligation 


HI 

The EGRY REGISTER Company & 
Dayton, Ohio 

SALES AGENCIES IN ALL PRINCIPAL CITIES E F 
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ST AOOSIER ENGINEERING COMPANY 


| Me CHICAGO 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORE 
Canadian Hoosier oe Company, Lid. 
on 


ERECTORS OF TRANSMISSION LINES 
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DAVEY TREE TRIMMING SERVICE |DYey=t5 © | year’s work 


: in THREE WEEKS: 


Expert Tree Men 


e@ By Supervised Study 


e By Thorough Training 





@ By Long Experience im Te 
Peng) 
@ By Constant Education ‘ie Pe 


sg 








Always use dependable Davey Service 
How E. T. L. speeds endurance tes 
DAVEY TREE EXPERT CO. KENT, OnIG for electric range oven thermostats 


DAVEY TREE SERVICE Specifications in current use for 


electric ranges require the oven tem- 
perature control device to withstand 
an endurance test of 50,000 cycles 
of operation . . . with normal elec- 
trical load and at a _ temperature 
setting of 500 F. 





The completion of this test would 
take more than a year, if the thermo- 
stat were operated normally in the 
range. Hence Electrical Testing 
Laboratories devised the test set-up 
pictured above, which heats, cools, 
and counts cycles automatically to 
complete the test in less than three 
weeks. 


For more than forty years E. T. L. 
has been finding the facts of quality 
by test for utilities and manufac- 
turers. Now, with greater facilities 
than ever, our possibilities for ser- 

Pe vice are likewise greater. 


ELECTRICAL 
TESTING 
W-Y:Te):e-Wre) dit 


East End Avenue and 79th Street 
New York, N. Y. 







Chicago. II) USA 
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Ty TAYLOR STOKER RELIABILITY 
WW Acknowledged the World Over 
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Tue TAYLOR STOKER was the 
FIRST multiple-retort inclined under- 
feed stoker. The basic principles of its 
operation were successful from the be- 
ginning. As knowledge of successful 
installations spread, Taylor Stoker 
plants began to dot the country. The 
dots multiplied. They spread—to Can- 
ada, to Europe. Today, Taylor Stokers 
power boilers throughout the world. 
This progress is easily explained. 
Taylor Stokers have always been out- 
standing in reliability, capacity, flexi- 








The AECO 
Taylor Stoker 








HILADELPHIA, PA. @ IN CANADA: 





AFFILIATED ENGINEERING CORPORATIONS, LTD., 


BELGIUM 
CANADA 
DENMARK 
FRANCE 
GERMANY 
GREAT BRITAIN 
ITALY 
RUSSIA 
U. S. A. 





bility, and efficiency. And continuous 
conservative development of the orig- 
inal basic principles constantly keeps 
the Tayor Stoker out in front of com- 
petitive methods of firing. 

Reliable low cost steam generation 
knows no national boundaries! It has 
been and is universally demanded. Be- 
fore you design or modernize your 
plant, call in an A-E-CO representative 
and get all the facts about Taylor 
Stokers! 


A-E-CO PRODUCTS: Taylor Stokers, Water Cooled Furnaces, Ash Hop- 
pers, Lo-Hed Hoists, 


arine Deck Auxiliaries, Hele-Shaw Fluid Power. 





| AMERICAN ENGINEERING COMPANY @3 
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HE review magazine of current opinion and news re- 

lating to public utilities. Conducted as an open forum 
for the frank discussion of both sides of controversial ques- 
tions—economic, legal and financial; also gives trends in 
the present-day control of these companies—governmental 
competition—state and Federal regulation. 


{| Issued every other Thursday—26 numbers a year—annual 
subscription $15.00. 


J] The only magazine furnishing current and vital informa- 
tion on all subjects involving the financing, operation, and 
management of public utilities under governmental regu- 
lation and competition. 


| A magazine of unusual value and current stimulation to 
all persons holding positions with, or having a financial 
interest in, public utilities. 





ORDER FORM 


PUBLIC UTILITIES FORTNIGHTLY 
1038 Munsey Building, Washington, D. C. 





Please forward, prepaid, to the undersigned, Public Utilities Fortnightly 
(26 issues), at $15.00, beginning with the current issue. 


Name 





Address 
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Catalog upon Request 


PRODUCTS—NORDSTROM VALVES; EMCO ba aa and REGULATORS; PITTSBURGH LIQUID 


MERCO NORDSTROM VALVE CO. A Subsidiary of PITTSBURGH EQUITABLE METER CO. 
Main Office: Pittsburgh, Pa. @ Branch Offices: New York City, Buffalo, Philadelphia, Columbia, Memphis, 
Chicago, Kansas City, Des Moines, Tulsa, Houston, Los Angeles, Oakland. @ Canadian Licensees: Peacock 
eras: Ltd., Montreal. @ European Licensees: Audley Engineering Co., Ltd., Newport, Shropshire, 
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Which one do Youwant ? 


3254 


3354 3351 3251 











Th 
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20 090 mbadevsenes 
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3258 


OOK OVER THIS GROUP of fine new “Eveready” on-the-job flash- 
lights, specially designed to meet the special needs of oil men 
and electricians. 















The new WATERPROOF Flashlights, 3354 and 3254, are completely 
covered, switch-and-all, with a soft rubber sleeve. Unbreakable 
lenses, chrome plated reflectors. Proof against hot wires, acids, 





gasoline, oil, alcohol, greases and dirt. : 
¢ 

The two and three cell general purpose Industrial Flashlights, it 
3251 and 3351, have unbreakable lenses, hand-replaceable switches F 
are cased in semi-hard rubber. Safe with “hot stuff.” Unaffected by a 
water, oil, gasoline, alcohol, acids or dropping impact. No. 3258, e 
the new Flexible Extension Flashlight, answers the demand for a ¢ 
safe light for inspecting moving machinery, railway journal boxes, it 
drums, barrels, sounding pipes. tl 


NATIONAL CARBON COMPANY, INC. 
General Offices: New York, N. Y.; Branches: Chicago, San Francisco 
Unit of Union Carbide [Tq and Carbon Corporation 
The word “‘Eveready’”’ is the trade-mark of National Carbon Co., Inc. 
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METER CONNECTION BOX 


7 aa ee 
ERS 
DO NOT BREAK THIS SEAL 
THI ONNECTION BOX 
OES NOT/CONTAIN FUSES § 








c= Pee 





When considering protection against cur- 
rent diversion losses, there are two vitally 
important questions you want answered. 
First, the performance of the equipment 
and second, the company who makes the 
equipment. Both questions are answered 


Your file of Service Entrance Equip- 
conclusively every day by scores of util- ment data is incomplete without 


ities and many thousands of installations Corcoran-Brown catalogs. On request. 
throughout the nation. The story of 
performance is immediately available to 


all who are interested. Write for details. 


Electrical Department 
CORCORAN-BROWN LAMP DIVISION 


THE ELECTRIC AUTO-LITE COMPANY 


4900 Spring Grove Avenue Cincinnati, Ohio 
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THE MODEL B) 
ROBERTSHAW 


























Compact One push-and-turn Easily cleaned 
ee oe motion turns on gas, without affecting 
_ Moderninappear- sets dial calibration On: 
ance, harmonizing a 
_ withthe newest = Immediate full flow aoe easily i inet 
‘ranges of gas to burner fs femmes MA 
Behind the Model BJ are ; : avoids danger of _—-~PUat adjusted at front pee 
the years of specialized . : oe me quickly. flash-back in ignition Large gas capacity But 
experience which have ae : and quick action 
48 installation posi- Gas cock easily to meet CP range Feat 
brought the Robertshaw 2 removed by loosen- vsknatite se 
name its unquestioned su- E a oe . ing 2 screws : B 
premacy. Such a name é : : com 
: Gas cock cannotbe in 
says “Extra Value” to - ~ . geplaced incorrectly i 0 
dealer and consumer. ee ; : es TH 
No loose parts Con 


ROBERTSHAW THERMOSTAT COMPANY \ ; 
YOUNGWOOD .- PENN wy 
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On the New Royal, the operator 
8° metely positions the carriage . . . 
- MAGIC Margin sets the stops 
—automatically, Startling? Yes! 
But only one of Royal's many 
Features of the Future! Try this 


great new typewriter. See how 








completely it helps make typing 
se smoother, faster, easier! Give it 

% THE DESK TEST and... 
| Compare the Work! 





pany, Inc., 2 Park Avenue, New York City. 


ROYAL sun wm WORLD'S No, 1 TYPEWRITER 
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signed for each other and for the job they have to perform 


tth An Elliott condenser and the Elliott ejector unit that wor 
ae with it, make a team that’s tough to beat. They are dé 
@ 


The surface condenser shown above is typical of Ellio 
production. It is an 18,200 sq. ft. unit, built to serve 
20,000 kw. turbine for Ohio Edison. The ejector sho 
CY with it is a twin two-stage unit with surface type inte 
and after-condensers, such as is dependably maintainin 
vacuum on many surface condenser installations. 
In meeting your specific conditions, use the skille 
cooperation of Elliott engineers. Write us. 


ELLIOTT COMPAN) 


f Heat Transfer Department, JEANNETTE, PA 


C-370 District Offices in Principal Cities 


CONDENSERS and STEAM JET EJECTOR: 
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{ New England Gas Association begins annual business conference, Boston, Mass., 1939. 





q Conference on Highway Engineering is concluded, Ann Arbor, Mich., 1939. 





9 AGA Eastern Natural Gas Regional Sales Senne of Commercial Section, will hold 
meeting, Pittsburgh, Pa., March 2, 3, 1939. 





{ American Society for Testing Materials will hold spring group meeting, 
Columbus, Ohio, March 6-10, 1939. 








¥ Engineering ceatate of Canada begins annual general and professional meeting, 
Ottawa, Can., 9. 





{ Wisconsin Utilities Association will hold joint convention of Technical and Commer- 
cial Divisions of Gas Section, Milwaukee, Wis., March 13, 14, 1939. 





{ American Society of Civil gg Mid-South Section, will hold spring meeting, 
State College, Miss., March 17, 193 





{ Louisiana Engineering Society starts annual meeting, New Orieans, La., 1939. 





{ Southern Gas Association will hold annual convention, S. S. Rotterdam, New Orleans 
to Havana and return, March 19-23, 1939 





gol Utilities Association will convene for session, Tulsa, Okla., March 20, 








1 Ebay fit — Association will convene for meeting, Dallas, Texas, March s) 





{ Pacific Coast Gas Association, Technical Section, will hold spring technical con- 
ference, Los Angeles, Calif., March 23, 24, 1939. 











‘vn aa Association will hold session, Oklahoma City, Okla., March 





ze MARCH 2 














% Missouri Association of Public Utilities will hold annual convention, Kansas City, 
Mo., April 12-14, 1939. 
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Prize-winning design, rep- 
resenting man’s control of 
machinery and natural re- 
sources and his forward 
looking into the years to 
come, for the Hall of 


Legislation in the U. S. 
Government Building at 
the New York World’s 
Fair, 1939. 
” 
19. 
reg 
can 
wa 
cie 
the 
me 
wa 
pre 
Comlery, Naw Vork ween 
World's Fair, 1939, Inc. 
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Utility Financing under the 
Holding Company Act 


Trend and scope of Federal regulation 
as shown by SEC rules and decisions 


By MERWIN H. WATERMAN 


ASSOCIATE PROFESSOR OF FINANCE, SCHOOL OF BUSINESS 
ADMINISTRATION, UNIVERSITY OF MICHIGAN 


Utility Holding Company Act was 

passed by the 74th Congress in 
1935, and in spite of the fact that the 
registration provisions of the act be- 
came effective on December 1, 1935, it 
was not until 1938 that there was suffi- 
cient volume of utility financing under 
the act to justify analysis and com- 
ment. During 1936 and 1937, there 
was almost universal resistance to the 
provisions of law, and this attitude of 
management, coupled with unfavor- 
able market conditions, led the nation’s 
utilities to avoid registration and to 


[i spite of the fact that the Public 
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forego any financing that would have 
required such action. The Securities 
and Exchange Commission, rather 
than institute general prosecutions 
under the law, chose to test the consti- 
tutionality of the registration provi- 
sions in its case against Electric Bond 
and Share Company. In the meantime, 
both the commission and the utilities 
lay back to await developments. 
During those years, 1936 and 1937, 
therefore, most of the utility financing 
that took place was “outside the law.” 
Financing of subsidiary operating 
companies was effected through prac- 
FEB. 16, 1939 














tical exemption, because they were sub- 
sidiaries of nonregistered holding com- 
panies, and the 1935 law extended the 
supervisory powers of the Securities 
and Exchange Commission under that 
law only to the subsidiaries of regis- 
tered groups. Some holding companies 
did register in compliance with the 
act, but few financial moves were 
made. Almost no securities were of- 
fered for sale by other than operating 
units, exceptions during 1937 being 
only $400,000 of bonds of National 
Gas and Electric Corporation and $13,- 
000,000 of bonds of North Boston 
Lighting Properties. Although there 
were eighty-five holding companies 
registered prior to January, 1938, this 
number included so few systems of 
substantial size that not more than an 
estimated 30 per cent of the assets of 
the industry subject to the act were 
actually under registration. 


Ox March 28, 1938, the United 
States Supreme Court handed 
down the final decision on the consti- 
tutionality of the registration provi- 
sions of the Holding Company Act, 
and by its support of those provisions, 
it effectively brought the holding com- 
pany-dominated industry under SEC 
control. In fact even before that date, 
the utility industry, perhaps sensing 
the ultimate judicial outcome or per- 
haps succumbing to the oft-repeated 
assurances that registration did not 
constitute a waiver of constitutional 
rights, had begun to beat a path to 
Washington. One by one, the company 
officials appeared at the SEC with 
their registration blanks under their 

1 See list of registered holding companies as 
of March 21, 1938 (with date of registration), 


Pustic Utiities Fortnicutiy, Vol. XXI 
No. 7, pp. 422, 423. 
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arms. Of course, those outside the 
fold in March, 1938, hurried to join 
up immediately after the judicial de- 
cision in the Electric Bond and Share 
Case. 

As a consequence of this registra- 
tion movement, the Securities and Ex- 
change Commission exercised its Hold- 
ing Company Act jurisdiction over all 
subject companies for at least nine 
months of the year 1938 and over some 
for the full year. Although we, as out- 
siders, cannot at this date say precisely 
how utility financing has been and will 
be affected by the 1935 act, it may be 
worth while to examine the experiences 
in financing during the past year in 
order to observe any tendencies or at- 
titudes that may be in the process of 
development. Bodies of administrative 
law such as comprise the decisions of 
the Securities and Exchange Commis- 
sion under the Holding Company Act 
are not built ina day. The commission 
itself is generally unwilling to pro- 
nounce policies in advance of circum- 
stances, and the rules and decisions of 
the commission which were applied to 
utility financing during 1938 must, 
therefore, be taken only for what they 
are worth. At the very most, they are 
only indications of the present wind 
direction and velocity, both of which 
are subject to change. If the SEC is 
going to fill the rdle of weather maker 
for the utility industry, it will be sig- 
nificant to observe the factors which 
will determine whether the utilities 
should anticipate stormy seas or calm. 


she this article an analysis will be 

made of some of the more inter- 
esting and informative actions taken 
by the commission during 1938 which 
dealt with matters of financial policies 
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and practices under §§ 6, 7, and 12 of 
the Holding Company Act. Such an 
approach will confine the discussion to 
problems of issuing securities and in- 
ternal financial management and will 
exclude all matters pertaining to ac- 
quisition, simplification, and reorgani- 
zation, significant though the latter 
may be. 

Before turning to the analysis of the 
specific results of holding company 
financial regulation, it will be well to 
have in mind the basic philosophy of 
the act as administered by the SEC. 
Many, if not most, registered holding 
companies had had contact with the 
SEC prior to 1938, when they had oc- 
casion to initiate the sale of subsidiary 
securities in interstate commerce, be- 
cause a condition precedent to the sale 
was compliance with the registration 
requirements of the Securities Act of 
1933. But, when those companies con- 
templated registration under the Hold- 
ing Company Act, they were con- 
fronted with new and different condi- 
tions. The Securities Act rests pri- 
marily on a requirement of “full and 
fair disclosure,” and the powers of the 
SEC stop with satisfaction of that re- 
quirement. The Holding Company 
Act, on the other hand, carries the 
power of the SEC definitely into the 
field of control through its require- 
ments for commission approval of 
policy, practice, and procedure. In ef- 


fect, the Securities Act says that utili- 
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ties may do any kind of financing that 
they wish, if only they furnish ade- 
quate and truthful information about 
their offerings. The 1935 Act, on the 
other hand, sets up certain statutory 
conditions precedent to financing and 
consummation of managerial policies, 
and directs the commission to impose 
its judgment in maintaining standards 
of financial and operating performance 
in holding company systems. It is this 
approach which creates the positive ad- 
ministrative power as exercised by the 
commission under the act—a power 
which is nonexistent under the Securi- 
ties Act. It is this fact which seems to 
justify analysis to determine what the 
commission is doing with its power, 
what discretionary standards it is set- 
ting, and how it is administering the 
statutory requirements. 


Conditioned Exemptions of Security 
Issues under § 6(b) 


eae 6 of the Holding Company 
Act makes it unlawful for any reg- 
istered holding company or subsidiary 
thereof to issue or sell any securities 
without making a declaration under § 7 
of the act and securing positive ap- 
proval of the commission for the trans- 
action under the provisions of the lat- 
ter section. However, subsection (b) 
of § 6 permits the commission to grant 
applications of exemption from the 
necessities of such a declaration under 
certain conditions which, in effect, 


for any registered holding company or subsidiary thereof to 


q “SECTION 6 of the Holding Company Act makes it unlawful 


issue or sell any securities without making a declaration 
under § 7 of the act and securing positive approval of the 
commission for the transaction under the provisions of the 
latter section.” 
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make possible the exemption of notes 
and renewals and of all subsidiary com- 
pany security sales when such sales are 
solely for the purpose of financing the 
utility business of the subsidiary and 
when such sales have been approved by 
the state utility commission having 
jurisdiction over the issuer. 

Under the provisions of subsection 
(b) of § 6, many utility issues have 
been given the “go” signal by the SEC. 
But the law permits the commission to 
attach to its exemption “such terms 
and conditions as it deems appropriate 
in the public interest or for the protec- 
tion of investors or consumers,” so 
that, by this means, the regulatory 
powers are in many ways as effective 
in exemption as they are in the ap- 
proval of declarations under § 7. Fur- 
thermore, the provisions of the law en- 
able the SEC to supplement the regula- 
tory powers of state commissions in 
terms of these “conditions.” A few ex- 
amples may be cited to indicate the 
manner of administration so far ex- 
emplified in commission orders. On 
December 7, 1938, $38,000,000 of 
mortgage bonds and $10,000,000 of 
serial debentures of Central Illinois 
Public Service Company were ex- 
empted after terms had been modified 
in amended applications to suit the de- 
mands of the commission.’ It is evident 
that “bargaining”: often occurs be- 
tween an issuer and the commission to 
establish terms and conditions of issue 
which are mutually satisfactory to the 
issuer and the SEC. 


M ORE explicit are those instances in 
which the commission appends 
conditions to its order dealing with 


2 Holding Company Act, Release No. 1347. 
FEB. 16, 1939 


corporate practices subsequent to sale 
of the securities. In its conditional ex- 
emption of Michigan Consolidated 
Gas Company mortgage bonds and 
notes,* the commission required the ac- 
ceptance of an order under § 12(c) of 
the act, setting up minimum repair, 
maintenance, and depreciation charges 
to be made by the issuer. Similarly the 
exemption of Connecticut Light and 
Power Company bonds* was condi- 
tioned on the issuer’s agreement not to 
pay common stock dividends in any 
year until minimum amounts had been 
set aside for repairs, renewals, and re- 
placements. Also required in that in- 
stance was an agreement by the issuer 
not to pay any fee or commission to 
underwriters (occasioned by agency 
services in connection with private 
sale) until after investigation and order 
by the commission. These are but 
samples to indicate that the commission 
has made effective use of its rights to 
exempt issues as levers to accomplish 
its aims in the direction of protection 
for “investors or consumers.” 

All applications for security exemp- 
tions are given detailed consideration. 
Hearings are held to determine 
whether an exemption order will be 
“appropriate and in the public inter- 
est,” and the commission takes evi- 
dence on the conditions of the issue, 
the financial structure of the issuer, 
and all matters pertaining thereto. 


I T appears that the commission, 
working under the broad grants of 
§ 6(b) of the statute, has exercised its 
administrative discretion to the end of 
facilitating the issuance of operating 
company securities and has not been 


8 [bid., No. 1263. 
4 Tbid., No. 1327 and No. 1348. 
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Security Exemptions 


66 ALL applications for security exemptions are given detailed con- 

sideration. Hearings are held to determine whether an exemp- 

tion order will be ‘appropriate and in the public interest,’ and the com- 

mission takes evidence on the conditions of the issue, the financial struc- 

ture of the issuer, and all matters pertaining thereto. . . . Conditions are 

imposed on exemptions which seem to be in due accord with reasonable 
financial principles.” 





unreasonable in its demands. Con- 
ditions are imposed on exemptions 
which seem to be in due accord with 
reasonable financial principles. The 
123 per cent of gross revenue require- 
ment for repairs, maintenance, and de- 
preciation imposed in the Connecticut 
Light and Power Case was not out of 
line with accepted practice, nor was the 
demand for similar annual charges 
amounting to 2? per cent of property 
account of Michigan Consolidated Gas 
Company. In both cases, prior variable 
practices with respect to such charges 
seemed to justify the establishment of 
minima. 

Whether an operating public utility 
shall seek exemption from the detailed 
impositions of § 7 of the Holding Com- 
pany Act or shall submit to them ap- 
parently depends on the issuer’s ability 
to comply specifically with provisions 
of the act, which insist that a trans- 
action be “expressly authorized by the 
state commission of the state in which 
such subsidiary company is organized 
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and doing business.” Failure to secure 
the prescribed authorization, even be- 
cause of lack of jurisdiction on the part 
of a state commission, automatically 
requires declaration under § 7, as does 
a diversity between operating situs and 
corporate citizenship. Therefore, all 
holding company financing and all 
nonexempt subsidiary company financ- 
ing are subject to the provisions of 
§ 7, which specifically prohibit certain 
practices and procedures on the one 
hand, and, on the other, set up stand- 
ards to guide administrative powers of 
the SEC in permitting declarations to 
become effective. 


Declaration of Security Issues 
under Section 7 


ow (c) of § 7 sets forth 
the conditions of effective declara- 
tion. Paragraph (1) of subsection (c) 
says that stock must be common, with 
par value, without dividend or asset 
preference, and with voting rights 
equal to all other shares; bonds must 
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be secured by a first lien or by first 
lien collateral. These are the prescrip- 
tions of most common significance, 
and they seemingly eliminate all pos- 
sibility of debenture (unsecured) 
bonds, preferred stock, and no-par 
stock for a holding company issuer. 
However, the uncompromising lan- 
guage of paragraph (1) is somewhat 
modified in (2) which includes a state- 
ment (D) that a security may be ap- 
proved if for “necessary and urgent 
corporate purposes where the provi- 
sions of paragraph (1) would impose 
an unreasonable financial burden and 
(be) . . . not necessary or appropriate 
in the public interest...” Paragraph 


(2) enumerates other tests which, ac- 
cording to Honorable George C. Math- 
ews, commissioner, may be read as 
alternative tests rather than additional 
ones :* a security is for refunding pur- 


poses or for the purpose of financing 
the business of an operating company, 
the security type restrictions of para- 
graph (1) need not be applied in grant- 
ing approval. By these terms, unse- 
cured bonds, preferred stocks, and no- 
par shares of operating companies ap- 
parently can be issued. 


HE discretionary powers of the 

commission run beyond the pre- 
scriptions outlined above. Subsection 
(d) of § 7 directs the SEC to permit 
effective declaration of an issue pro- 
viding the requirements of (c) are 
satisfied, providing no objections are 
forthcoming from any state authority, 
and unless the commission finds that 
the security is not reasonably adapted 
to the financial structure and earning 
power of the issuer and is not neces- 
sary or appropriate to the operation of 


5 Address of October 14, 1935, 
FEB. 16, 1939 


the utility or holding company system 
involved. Further, the commission is 
given specific authority to pass on the 
reasonableness of underwriting terms 
and fees and the terms and conditions 
of the security contract in general, 
The combination of statutory restric- 
tions and administrative powers thus 
imposes on issuers the machinery of 
control through which the SEC exer- 
cises its power to mould utility financial 
structures, to dictate terms of security 
contracts, and to supervise positively 
the distribution of utility securities, be 
the offerings public or private. 


HAT has the Securities and Ex- 

change Commission done with 
regard to declarations under § 7? It 
has, in general, made the same detailed 
analyses and practiced the same prin- 
ciples that were described in connec- 
tion with its exercise of the exemption 
powers under § 6(b). The fact that 
only technicalities serve to differentiate 
between regulation by exemption and 
regulation by approval has not led the 
commission to make practical distinc- 
tions in standards or procedures main- 
tained in the two types of applications. 
However, a few decisions will be cited 
further to emphasize the attitude of 
the commission with regard to regula- 
tion. 

The first step in reaching a de- 
cision in all cases involves a check on 
the compliance of a proposed security 
issue with the type and purpose pro- 
visions of the law; if the issue qualifies 
under one or the other of these heads, 
the commission then turns to a con- 
sideration of the discretionary factors, 
and it is in the latter that we find best 
expression of the commission’s atti- 
tudes and opinions. 
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bY HE financial structure and earning 
power of an issuer are given de- 
tailed attention and all approvals are in 
light thereof. Of the $10,000,000 
mortgage bond issue of Gulf States 
Utilities Company, the commission 
said : “Obviously the declarant, by pay- 
ing off notes payable from the proceeds 
of the mortgage bonds, is increasing 
its secured debt. On the other hand, 
the commission is not unaware of the 
advantages inherent in the substitution 
of long-term debt for floating debt.’”® 
Similarly, in the case of West Penn 
Power Company’s application for ap- 
proval of the sale of $17,000,000 of 
mortgage bonds, the SEC com- 
mented :” 

While it is true that the long-term debt of 
the declarant by virtue of this refinancing 
will be increased from $49,500,000 to $56,- 
500,000, due consideration must be given to 
the replacement of $5,300,000 principal 
amount of short-term debt by an equivalent 
amount of long-term debt which is admitted- 
ly a sounder vehicle for financing capital 
expenditures of a public utility company. 
In effect then the declarant’s total debt will 
be increased by only $1,700,000 and despite 
this increase total debt will be approximately 
47.19 per cent of its total capitalization plus 
surplus, as per its books. 

In both of these cases, attention was 
called to the adequacy of interest cover- 
age—3.15 times for Gulf States and 
“a substantial margin” for West Penn 
Power. Apparently, the commission 
has no objection to public utility debt 
in reasonable amounts. 


® Holding Company Act, Release No. 1228. 
1 Ibid., No. 1207. 


Even in unreasonable amounts, the 
commission has seen fit to approve a 
bond issue. Iowa Public Service Com- 
pany asked permission to issue and sell 
$300,000 of first mortgage 5 per cent 
bonds in October, 1938, when the ef- 
fect of that issuance was to raise its 
total funded debt to 67.2 per cent of 
capitalization and lower its interest 
coverage from 1.95 times to 1.93 
times. However, the commission recog- 
nized that, in other respects, the utility 
was improving its position and increas- 
ing the conservatism of its retirement 
policies; so, in spite of an expressed 
doubt regarding the issuer’s compli- 
ance with the standards of the law, the 
commission concluded that, “in view 
of the circumstances of this case (the 
commission) deems it unnecessary to 
make any of the adverse findings speci- 
fied under § 7(d) of the act.’”® 


N December, 1938, General Public 

Utilities, Inc., asked permission to 
issue additional no-par stock in con- 
nection with an optional cash-stock 
dividend payment—this in spite of the 
fact that § 7(c)(1)(A) of the Hold- 
ing Company Act prohibits the issu- 
ance or sale of stock without par value. 
In this instance, the commission per- 
mitted exception from the technical re- 
quirements of the act because, in its 
opinion, imposition of the standards in 
§ 7(c)(1) would result in “an unrea- 


8 [bid., No. 1281. 


. imposes on issuers the machinery of control 


“THE combination of statutory restrictions and administra- 
tive powers 


through which the SEC exercises its power to mould utility 
financial structures, to dictate terms of security contracts, 
and to supervise positively the distribution of utility securi- 
ties, be the offerings public or private.” 
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sonable financial burden” and prevent 
issuance of securities for “necessary 
and urgent corporate purposes.’””® Au- 
thority for this exemption is found in 
paragraph (2) of subsection (c) as 
previously described, and it was applied 
in this case because there was doubt 
whether the issuer could legally change 
its stock from no par to par under ex- 
isting Florida corporation statutes. 

It would seem that, in the exercise of 
its discretionary powers, the commis- 
sion has evidenced an attitude which 
at once recognizes sound principles of 
utility finance and also the practical 
exigencies that may confront particular 
operators. 


Regulation of Security Underwriting 


A PARTICULAR concern of the com- 
mission has been the relationships 
between security issuers and invest- 
ment bankers as affecting the costs and 
methods of security distribution. As 
far back as December, 1936, the SEC 
made known its attitude on this mat- 
ter. In an opinion on declaration of a 
bond issue of Kansas Electric Power 
Company,” it expressed disapproval of 
an underwriting agreement drawn be- 
tween the issuer and bankers who were 
themselves associated with the parent 
company of the issuer. Evidence at 
the hearing indicated a lack of arm’s- 
length bargaining in setting up the 
price, banker’s spread, and terms of 
contract, and the commission said : 


If such is in fact the case, it would indeed 
indicate a callous disregard of the type of 
bargaining that should underlie every sound 
underwriting commitment and would more 
than justify resort to regulation of the man- 
ner in which such arrangements are to be 
effected. 


9 [bid,, No. 1376. 
10 Vol, 1 Securities and Exchange Commis- 
sion Decisions, 891, 16 P.U.R.(N.S.) 337, 340. 
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Again, because of the exigencies of the 
situation, this deal was permitted to 
pass, although not with the unanimous 
approval of all commissioners. 

There was further occasion during 
1938 for the commission to observe 
and comment on underwriting prac- 
tices under its power of approval. In 
the case of San Antonio Public Sery- 
ice Company’s issues in May, the com- 
mission found interlocking interests 
between underwriters and issuer. Here, 
the fact that there was no competitive 
bidding for the bonds and notes nor 
any negotiations with other than “in- 
terested” bankers led to special inquiry. 
The SEC concluded :™ 


However, at the hearing testimony was 
given with respect to the fairness of the 
spread and under the circumstances attend- 
ing these particular issues the commission is 
of the opinion that it cannot be found to be 
unreasonable. 


jes the commission was al- 
so satisfied in this instance that 
public offering prices of the securities 
in question were in line with then cur- 
rent market prices for similar securi- 
ties. 

There was an approval couched 
in similar terms for the underwriting 
of Gulf States Utilities bonds when it 
was pointed out in the opinion that, in 
spite of a lack of arm’s-length bargain- 
ing, the terms of the underwriting 
agreement were improved by negotia- 
tions and that the resulting 2-point 
spread was not out of line with that in- 
volved in similar financing.” 

The same point has been made in 
cases of private sales as in public of- 
ferings. West Penn Power Company 
engaged to pay a §-point finder’s fee to 
an affiliated investment banker in con- 


11 Holding Company Act, Release No. 1107. 
12 Tbid., No. 1228. 
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Underwriters’ Fees 


was 8 hicewantecabind fees are going to be regulated ; and how? The 

rule seems designed to extend as far as possible the influence 

of the commission over any underwriting or finder’s contract involv- 

ing banker-utility affiliates and to eliminate any chance of connivance 
or overcharge for service rendered.” 





nection with its private offering of 
$17,000,000 bonds.** The commission 
said “No, not yet,” and reserved juris- 
diction in the matter of fees until it 
could determine their reasonableness. 
To this evidence of the commission’s 
watchful policy with regard to under- 
writing is added its most recent order 
of December 28, 1938, in which the 
SEC established rule U-12F-2."* This 
pronouncement is backed by § 12F of 
the act which admonishes the commis- 
sion to regulate all intraholding com- 
pany system contracts or contracts be- 
tween affiliated companies, and the 
commission has used this power effec- 
tively to limit the conditions under 
which underwriters’ fees and finders’ 
fees may be paid. The statute has been 
interpreted not only to grant jurisdic- 
tion over fees paid to companies in the 
same holding company system as the 
issuer or any affiliate of such issuer, 
but also (and most interestingly),™ 
18 [bid., No. 1207. 


14 [bid., No, 1380. 
a Section (3) of paragraph (a), Rule U- 
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to any person who the commission finds 
stands in such relation to the declarer or ap- 
plicant, or to the person by whom the fee is 
to be paid, that there is liable to be or to 
have been an absence of arm’s-length bar- 
gaining with respect to the transaction. 
The commission may make a find- 
ing that such a relationship effectively 
reducing the element of arm’s-length 
bargaining exists only after public 
hearing. This stretching of the statute 
will undoubtedly encompass situations 
like those of West Penn Power, San 
Antonio Public Service, and Kansas 
Electric Power, and enable the com- 
mission to establish its bargaining 
standards for utility underwritings. 


BY terms of the rule, all underwrit- 
ers’ fees are illegal when paid to 
system companies, affiliates, and, shall 
we say, “friends closer than arm’s- 
length,” unless competitive bids have 
been invited and the affiliate’s bid is 
not less favorable than that of other 
bidder ov, in absence of such competi- 
tive bidding, it is proven to the satis- 
faction of the commission. 
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(a) that the fee to be paid does not ex- 
ceed customary fees for similar services 
where parties are dealing at arm’s-length, 
(b) that the service rendered is necessary, 
and (c) the remuneration is reasonable in 
view of the cost of rendering the service, the 
time spent therein, and other relevant fac- 
tors. 
Similarly, finders’ fees are subjected to 
tests of “reasonableness” and “neces- 
sity.” Underwriters whose participa- 
tions do not exceed 5 per cent of an 
issue are not brought under this rule 
which becomes effective on March 1, 
1939, 

Thus to a climax come all the rumb- 
lings and threats of storm that have 
been brewing in earlier commission de- 
cisions. Underwriters’ fees are going 
to be regulated; and how? The rule 
seems designed to extend as far as pos- 
sible the influence of the commission 
over any underwriting or finder’s con- 
tract involving banker-utility affiliates 
and to eliminate any chance of conniv- 
ance or overcharge for service ren- 
dered. 

Just how far the SEC will see 
fit to extend its jurisdiction over the 


banker-utility contracts and just where. 


it will set its standards of “reasonable- 
ness” and “necessity,” only future 
commission orders will tell. However, 
the wording of the rule and treatment 
of cases previously discussed would 
seem to indicate that a satisfactory 
working basis will be established which 
will permit compensatory underwrit- 
ings by affiliates and related bankers, 
without resort to competitive bidding, 
when fees are in line with the market. 


ie is probable that this approach to 
the problem constitutes a solution 
which is preferable, in the long run, to 
compulsory competitive bidding for all 
utility securities, after the manner of 
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the Massachusetts state law and the 
New Hampshire Public Service Com- 
mission ruling. This writer has pre. 
viously expressed his opinion regard- 
ing the general applicability of compet- 
itive bidding to the sale of utility se- 
curities.** Subsequent thought and in- 
vestigation have strengthened the 
opinion that utility bonds and stocks 
cannot, like Grade A wheat, nor yet 
like municipal bonds or equipment trust 
obligations, be successfully offered in 
this manner. It would seem that the 
possibilities of such a distribution 
technique are limited to standardized 
products whose specifications are uni- 
versally recognized. Public utility se- 
curities as a whole are not standard in 
form or quality, and only when they 
approach the level of “money bonds” 
do they assume the characteristics es- 
sential to the logical use of competitive 
offering technique. 


DMINISTRATIVE supervision of un- 
derwriters’ and finders’ fees would 
be preferable to categorical rules re- 
quiring standardized treatment of non- 
standard situations. At least individual 
transactions will be treated in light of 
their own surrounding circumstances, 
and the parties involved will be given 
the opportunity to justify the terms of 
their contracts. It must be admitted, 
however, that the Rule U-12F-2 does 
represent an extension of commission 
jurisdiction which will require great 
care in administration if it is not to de- 
velop into a serious hazard to utility 
financing. 
Only the continued “common-sense” 
administration by the commission will 
avert that danger. 


16 Michigan Business Studies, Vol. VII, No. 
4, “Public Utility Financing 1930-35.” 
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Regulation of Loans and Dis- 
bursements 


| o has so far been a minimum 
of experience under that part of 
§ 12 of the Holding Company Act 
which comes within the scope of this 
article, i.e., subsections (a), (b), and 
(c). As a whole, the section is an 
omnibus designed to carry many 
powers deemed necessary to complete 
regulation of utility financial practices. 
The subsections mentioned above are 
aimed specifically at internal financial 
management to prevent at the spigot 
the same wastes that are guarded 
against at the bunghole by §§ 6 and 7 
of the act. “Up-stream”’ loans, 1.e., 
loans by any system unit to its parent, 
are positively and uncompromisingly 
prohibited by the statute, subsection 
(a), with no administrative discretion 
to the commission. Subsection (b) per- 
mits “down-stream” or “sidewise”’ 
loans, 1.e., loans by parents to sub- 
sidiaries or between subsidiaries only 
in accord with rules, regulations, or 
orders of the commission. No general 
rules have been promulgated by the 
commission under this subsection, and 
the attitude of the commission is thus 
far indeterminate as far as conditions 
are concerned. It may be assumed, 
however, that close supervision of in- 
terest rates and terms of contract will 
be subject to close scrutiny under the 


admonition of the statute “to protect 
investors or consumers.” 

The commission is directed by 
statute in subsection (c) of § 12 to 
make rules, regulations, and orders 
necessary to protect the financial in- 
tegrity of utilities and holding com- 
panies and to safeguard their working 
capital. To this end, utilities are de- 
nied the right to pay dividends out of 
capital or unearned surplus or to re- 
deem securities in contravention of the 
rules and regulations of the commis- 
sion. Under these provisions of the 
act, the SEC has promulgated Rule 
12C-1 which, in effect, limits the con- 
ditions under which security redemp- 
tions will be permitted, without special 
hearing and specific order, to contrac- 
tual redemptions under indenture and 
charter terms (call provisions), to cus- 
tomer-owned preferred shares, and to 
nominal amounts of other shares. Ex- 
press authorization of other “decapital- 
ization” transactions is necessary. It 
is safe to presume that stock retire- 
ments will be permitted by SEC dis- 
cretion under this rule only when capi- 
tal can safely be removed from a util- 
ity situation without harm to creditors, 
security holders, or the consuming 
public. 


_ 12C-2, as announced by the 
commission, effectively precludes 


§ 12 to make rules, regulations, and orders necessary to pro- 


q “THE commission is directed by statute in subsection (c) of 


tect the financial integrity of utilities and holding companies 
and to safeguard their working capital. To this end, utilities 
are denied the right to pay dividends out of capital or un- 
earned surplus or to redeem securities in contravention of the 
rules and regulations of the commission.” 
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the payment of dividends out of capi- 
tal or unearned surplus except on its 
express approval. The leading example 
of SEC attitude in the exercise of its 
discretion in this matter so far lies in 
its treatment of periodic requests by 
Columbia Gas & Electric Corpora- 
tion to pay dividends on its capital 
stock. In March, 1938, the corporation 
asked the commission for permission to 
declare dividends on its preferred and 
common shares and to charge those 
dividends to ‘Surplus at December 31, 
1937,” in view of the fact that 1938 
earnings were, at the time, insufficient 
to cover the amounts involved. In view 
of past accounting practices and divi- 
dend payment, the commission doubted 
the existence of a real “earned surplus” 
on December 31, 1937; at least they 
considered it ‘as a surplus of inde- 
terminate character.”"” In light of 
these circumstances, the commission 
denied permission for common stock 
dividend payments, finding this de- 
cision justified “to protect the financial 
integrity of the applicant and of com- 
panies in the applicant’s holding com- 
pany system, to safeguard the working 
capital of applicant’s public utility sub- 
sidiary companies, and to prevent pay- 
ment of dividends out of capital or un- 
earned surplus.” However, with re- 
gard to preferred dividends, the com- 
mission, without condoning payment 
of dividends out of capital surplus, per- 
mitted declarations for February 15 
and May 15, 1938, with charges to, 
“Surplus at December 31, 1937”—this 
with the express condition that equiva- 
lent amounts be restored to said surplus 
account out of the first earnings ac- 
cumulated after December 31, 1937. 
Subsequently, the commission ex- 


17 Holding Company Act, Release No. 1055. 


tended its permission to include pre- 
ferred stock dividend declarations for 
August 15 and November 15, 1938, 
under the same conditions." 


| ee eaanadclae the commission, al- 
though impressed by its responsi- 
bilities for protection of the financial 
soundness of utility systems, is will- 
ing to accord reasonable latitude for 
maintenance of investor return if an 
applicant can show earnings are ade- 
quate to cover that portion of corpo- 
rate capitalization supported by real 
value of assets. 
In the case of Commonwealth Gas 
& Electric Companies, the SEC per- 
mitted the applicant to eliminate an 
“earned deficit” by charging it to a 
created “‘capital surplus,” thus to open 
the way for a dividend payment in ac- 
cord with the law.’® This was in the 
days of the heavy “undistributed 
profits tax,” and the move enabled the 
company to avoid tax payments and to 
do so without harm to its financial posi- 
tion. Here again it is apparent that 
reasonable requests for distributions 
will find approval of the commission, 
although occasion may be taken, as in 
the case of the Columbia Gas & Elec- 
tric application, at least to postpone 
payments that might be illegal until the 
legitimacy of valuations and surpluses 
can be established. 


Conclusions 


Hone article was motivated by the 
writer’s desire to study the cur- 
rent and possible future effects of the 
Holding Company Act on public utility 
financing. It appears from the discus- 
sion above that the SEC, empowered 


18 Jbid., Nos, 1152 and 1265. 


19 Tbid., No. 945. 
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UTILITY FINANCING UNDER THE HOLDING COMPANY ACT 





Maintenance of Investor Return 


4 | enema the commission, although impressed by its responsi- 

bilities for protection of the financial soundness of utility 

systems, 1s willing to accord reasonable latitude for maintenance of 

investor return if an applicant can show earnings are adequate to 

cover that portion of corporate capitalization supported by real value 
of assets.” 





by the terms of the act, has begun and 
stands ready to continue the develop- 
ment of a new body of administrative 
law designed to regulate in consider- 
able detail the financial operations of 
utilities under its jurisdiction. All fu- 
ture utility security issues must meet 
the approval of the commission as to 
purpose, method of distribution, and 
adaptability to the issuer’s financial 
structure. All loans and profit and 
capital distributions must be confined 
to limits established by statute and 
commission rule. In the exercise of its 
precedent approval powers, the com- 
mission inevitably encroaches on the 
policy-making rights of management 
for the purpose of protecting investors 
and consumers. 

The observations based on the cases 
handled to date indicate clearly the 
commission’s serious intention to use 
its powers effectively ; it will be insist- 
ent on the maintenance of what it con- 
siders sound financial principles, and 
it will persist in its attempts to main- 
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tain fair and reasonable relationships 
between utilities, bankers, and inves- 
tors. At the same time, however, we 
find adequate evidence that the com- 
mission does not intend to be so literal 
in the application of its standards as 
materially to hamper the well inten- 
tioned and plausible efforts of utilities 
to extricate themselves from embarras- 
sing financial situations or to adapt 
their financial maneuvers to the needs 
of the day. 


oe conclusions are based on an 
interpretation of the actions of the 
Securities and Exchange Commission 
as presently constituted. As in all cases 
where Congress has delegated its regu- 
latory powers to an appointive com- 
mission, a change in the personnel of 
the commission risks some change in 
policy, even though precedents estab- 
lished earlier and approved by court 
review cannot be completely ignored. 
It would not be fair to pass without the 
expression of an opinion that the SEC 


FEB. 16, 1939 





PUBLIC UTILITIES FORTNIGHTLY 


has to date accepted its responsibility 
for the financial sections of the Hold- 
ing Company Act herein discussed in a 
way that bodes well for the future body 
of administrative law that will develop 
as the basis for utility financial regula- 
tion. If there are no changes or pres- 
sures to deflect the commission from 
its currently indicated intent, the na- 
tion’s utilities should expect discrimi- 
nating attention to their problems, not 
invariably faultless decisions, but in- 
telligent and conscientious efforts to 
guide their financial courses as the in- 
terests of investors and consumers de- 
mand. 

Metaphorically, we spoke earlier of 
the SEC as a weather maker, and ques- 
tioned the outlook for future condi- 
tions. Perhaps we might be afforded 
the liberty of returning to that meta- 


phor to make a weather forecast. Look- 
ing toward the horizon of utility 
financing under the Holding Company 
Act and studying the current factors 
bearing on the situation, we recom- 
mend that warnings be raised to ap- 
prise the utility industry of storm con- 
ditions. This does not imply extensive 
conditions of destructive hurricane 
magnitude nor conditions which will 
offer impossible obstacles to skilled 
navigators aboard sound ships. But to- 
morrow will find weather requiring 
furled sails and changed tacks by those 
not plotting the approved course. Sail- 
ing should be relatively smooth and 
safe for trim ships with sound super- 
structures, but the passage will be 
rough and arduous for those improper- 
ly ballasted or piloted by crews with 
piratical instincts. 





_A Socialist Looks at Proletarian Dictatorship 


& 
cory ns complete and ruthless power, even though temporarily, of 
the proletariat in its march toward a classless state is a root-idea 
of Marxism. But the question arises, how long this dictatorship will 
last, and what form it will take. From the past decade of Soviet history 
we have begun to understand that political power may have its inner 
structure and its life history fully as much as economic power ; that the 
problems of group conflict and tyranny are not automatically solved 
when the means of production are socialized; and that the need for a 
proletarian dictatorship must be minimized, its time-span shortened, and 
channels found for the expression of political opposition in the socialist 


states of the future.” 


—Max LERNER, 
Writing in The New Republic. 
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The Street Railways Struggle 
Against Trafic Losses 


Relative merits and disadvantages of track and 

trackless transportation discussed by the author who 

is an advocate of the gradual substitution by the 

railway companies of busses for street cars in city 
thoroughfares. 


By JOHN BAUER 


N practically all the large cities of 

the country the conditions of local 

mass transportation are exceed- 
ingly unsatisfactory, and may be briefly 
summarized as follows: 


] The companies are in bad finan- 
* cial position. While they may be 
able mostly to pay ordinary operating 
expenses, they are struggling with in- 
terest, rentals, or other fixed charges 
imposed by their corporate and finan- 
cial structures. To meet these burdens, 
they commonly skimp service, re- 
strict maintenance, and otherwise fail 
to meet progressively the needs of 
mass transportation for their com- 
munities, 


2 Notwithstanding the bad fi- 
¢ nances, fares are mostly high 
and, as a practical matter, cannot be 
raised. They range commonly from 4 
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to 3 rides for 25 cents, or 10 cents for 
a single ride. For the masses of people 
who depend upon public transportation 
facilities, the prevalent fares are seri- 
ously restrictive to riding except for 
necessary purposes. 


3 The companies have held mostly 
e tostreet railway operation. While 
they have provided bus feeders and 
extensions into sections not reached by 
street railways, or in some instances 
have replaced heavily losing street rail- 
way lines, they have kept basically to 
street railway service, and have in- 
sisted particularly that the require- 
ments of mass transportation preclude 
the use of busses on the main traffic 
routes. 


By holding to the street railways, 

e the companies have suffered seri- 
ous traffic losses, notwithstanding 
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urban growth and great increase in 
aggregate intramunicipal riding. They 
have been able to keep only necessity 
riding, by people who are practically 
compelled to use the street railways 
between their homes and place of em- 


ployment. 


There has been, however, great 
e increase in total transportation 
volume within the municipal areas, 
along with growth of population, with 
residential, commercial, and industrial 
developments, and with availability of 
other modes of transportation than 
street railways. The new riding has 
gone to private automobiles, which are 
used extensively also in club arrange- 
ments to carry several people daily be- 
tween their homes and jobs. There has 
been enormous increase in automobile 
riding which should normally go by 
mass transportation facilities, if these 
were reasonably attractive and fur- 
nished at sufficiently low fares. 


6 The great increase in automobile 
e traffic has created tremendous 
street congestion, especially during 
rush hours mornings and evenings, and 
has compounded the difficulties of 
parking and traffic control. Street con- 
gestion is further intensified by street 
car operation, which interferes with 
and is itself hampered by the vast 
volume of vehicular traffic. 


E Boron conditions, as briefly sum- 

marized, have produced transpor- 
tation chaos in most of the large cities. 
The companies are struggling with 
hopeless financial conditions, and the 
municipalities are burdened with vehic- 
ular congestion, serious problems of 
traffic control, and with grossly inade- 
quate provisions for mass transporta- 
FEB. 16, 1939 


tion. The fundamental difficulty is that 
street railways no longer meet reason- 
ably the transportation needs of 
modern communities. The remedy is 
in fundamental readjustment of the 
transportation systems, so as to furnish 
the type of facilities suited to present- 
day conditions. 

The basic fault of the street railways 
is their fixed track operation on rails, 
As a result, the service is inflexible and 
cannot be adjusted to differences and 
changes in conditions. It necessitates 
like operation of all cars on the same 
street or highway. All the cars must 
make the same stops, and the interrup- 
tion or breakdown of one compels the 
stoppage of all. Every one is sub- 
jected to local service, and no provi- 
sions can be made for through opera- 
tion for the convenience of far-sepa- 
rated sections of the community. With 
the growth of vehicular traffic, cars 
interfere increasingly with private 
automobiles and trucks, and these in 
turn interfere with the cars. Conse- 
quently, operation has become progres- 
sively slow and irregular, besides being 
noisy and otherwise uncomfortable and 
unattractive. 

With the municipal developments 
that have taken place during the past 
twenty years, especially with modern 
street and highway pavements, new 
residential areas and business localities 
have emerged at outlying sections or in 
suburban districts. These localities 
mostly have not been provided with 
street railways, and, in any case, need 
more flexible and rapid transportation 
to connect reasonably with the other 
business and residential sections. The 
time factor has become increasingly 
important for a large proportion of the 
riders. This is the principal reason for 
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the rapid increase in automobiles, 
which are not subjected to the numer- 
ous street stops and furnish the needed 
rapid transit between the more widely 
separated parts of the community. 


TT? practical question with which 
municipal and transportation off- 
cials are confronted is whether the 
great mass of intramunicipal automo- 
bile riding can be replaced by means 
of mass transportation. The answer, 
I believe, is decidedly affirmative, if 
proper facilities, organization, and con- 
trol are provided. The gas bus is par- 
ticularly suited to modern transporta- 
tion needs, as to basic economy, at- 
tractiveness, and great flexibility ac- 
cording to service requirements.’ 
Technological improvements in the 
gas bus have advanced rapidly during 
the past twenty years. The modern bus 
isan exceedingly attractive vehicle and 
embodies the conveniences of automo- 
bile riding. It involves very low cost 
of operation and, what is of utmost im- 
portance, it has the maximum of flexi- 
bility with relation to service needs. 
On the same street, local service can be 


1To a considerable extent the advantages of 
the gas bus apply also to the trolley bus. The 
latter has also certain superiority of its own. 
but has much less flexible use than the gas 
bus. For this reason I believe that gas busses 
furnish principally the answer to the transpor- 
tation problem. 


furnished along with through routing 
to connect the more widely separated 
sections of acommunity. Local service 
is not subject to interruption by vehicu- 
lar traffic. Each bus operates inde- 
pendently, and if one is stopped the 
others can pass and proceed with serv- 
ice. If a street is blocked, operation can 
be promptly detoured, and can be vari- 
ously adjusted to traffic. It is not at- 
tached to either rails or electric feeders, 
or to anything else except to traffic 
convenience. It is faster, less noisy, 
and in every way more attractive to 
traffic than street railways. 

What is particularly important is 
the availability of through bus service. 
This can be adjusted to the particular 
circumstances. Normally it can be pro- 
vided during morning and evening 
rush hours to connect the more distant 
residential sections with downtown 
business areas, without intervening 
stops except for traffic lights. It fur- 
nishes a practical substitute for rapid 
transit. In most cities standard rapid 
transit facilities, subways or elevated 
railroads, are practically unattainable. 
Through bus service would furnish 
substantially the same function, with- 
out special investment in road and 
structures, and without other burden- 
some or prohibitive costs. Rapid 
through service is one of the greatest 


e 


“TECHNOLOGICAL improvements in the gas bus have ad- 
vanced rapidly during the past twenty years. The modern bus 
is an exceedingly attractive vehicle and embodies the con- 
veniences of automobile riding. It involves very low cost of 
operation and, what is of utmost importance, it has the maxi- 
mum of flexibility with relation to service needs. On the 
same street, local service can be furnished along with through 
routing to connect the more widely separated sections of a 


community.” 
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needs of modern transportation in the 
large cities—which can be readily pro- 
vided by busses, but is utterly unattain- 
able through street railway operation. 


oo of its extensive flexibility 
of service, its speed, and its in- 
trinsic conveniences, bus operation has 
great traffic appeal. If organized and 
operated properly, it would attract a 
large proportion, if not the great bulk, 
of the intramunicipal riding which has 
been going by automobile. To the ex- 
tent of such replacement, there would 
be manifold reduction in the number 
of automobiles on the streets. For 
every bus load of thirty passengers 
during rush hours, there would be a de- 
crease of seven to ten automobiles 
during the period of maximum vehicu- 
lar congestion; the same proportions 
would apply throughout the day. Here 
is the only practical way to eliminate 
the extremes of traffic congestion and 
to simplify parking and traffic control. 
There is no reason for the masses of 
intramunicipal automobiles on the 
streets, if there is adequate, attractive, 
and cheap mass transportation service.* 

Street railway managements com- 
monly insist that the peak traffic re- 
quirements during morning and eve- 
ning rush hours could not be provided 
with busses, and that they necessitate 
the continuance of street railways. If 
this claim were correct, it would ex- 
tensively restrict the economical use of 
busses and would justify holding to 
the old mode of transportation, as the 
companies have done. Certainly, if 


8 Under such circumstances parking could 
be reasonably prohibited on downtown busi- 
ness streets during morning and evening rush 
hours, and could then be rigidly controlled 
through parking meters or time limits during 
other periods of the day. 


street railway service would have to bk 
maintained on the principal thorough. 
fares for the rush-hour traffic, there 
would be little practical possibility of 
running also bus lines with through 
routing without prohibitive traffic con. 
gestion. 

The validity of the claim, however, 
that street railways are essential to 
rush-hour traffic, appears extremely 
dubious. With modern bus equipment, 
adjusted properly to traffic conditions, 
there is really little doubt but that a 
much greater volume of traffic can be 
carried through any street than by 
street railways, with less vehicular in- 
terference and congestion, as practi- 
cally substantiated by various traffic 
studies. At the same time, there has 
not been adequate experience, duly an- 
alyzed from the standpoint of prac- 
tical reality, to demonstrate conclu- 
sively the superiority of busses for 
heavy peak hauls. Greater experience 
and open-minded analysis are needed 
for conclusive demonstration. 


S ERVICE flexibility of busses includes 
not only the scheduling and rout- 
ing according to traffic needs and con- 
venience, but also adjustment of the 
kind of vehicles to the character of the 
traffic. Large busses, with seating ca- 
pacity of forty to forty-five passengers 
and with standing load of sixty pas- 
sengers or more, can be provided for 
the heavy traffic routes during rush 
hours. For light routes, small busses 
with seating for twenty to twenty-five 
passengers are adequate and more ap- 
propriate. Combinations of large and 
small busses can be operated on the 
same street, and the type can be shifted 
from one period of the day to the other. 
During off-peak periods the busses can 
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Fixed Track Operation 


e4 HE basic fault of the street railways is their fixed track operation 

on rails. As a result, the service ts inflexible and cannot be ad- 
justed to differences and changes in conditions. It necessitates like opera- 
tion of all cars on the same street or highway. All the cars must make the 
same stops, and the interruption or breakdown of one compels the stop- 
page of all. Every one is subjected to local service, and no provisions can 
be made for through operation for the convenience of far-separated sec- 

tions of the community.” 





be used for special service, particularly 
for recreational purposes. 

As a rough average, a balanced fleet 
of busses in a large city can be readily 
operated at an overall average of 18 
cents per bus mile for the smaller 
busses, and 26 cents for the large ones. 
These figures cover all operating ex- 
penses, including depreciation, also in- 
terest on investment. The correspond- 
ing street railway figures commonly 
range from 45 cents to 55 cents per 
car mile. While a larger number of 
busses than street cars would be needed 
for the same peak traffic during rush 
hours, this cost factor would be more 
than counterbalanced by greater aver- 
age bus speed, by superior adjustments 
of busses to traffic, and by better 
scheduling with relation to traffic needs. 
The intrinsic bus advantage is in com- 
plete elimination of roadway and track 
and electric systems, both from capital 
account and operating expenses. 
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| eae the standpoint of successful 
financial operation, the busses have 
two fundamental advantages over 
street railways. First, the average 
overall cost of service is materially less 
per bus mile. Second, there is much 
greater rider appeal and better average 
loading. This second factor is particu- 
larly important. The financial difficul- 
ties of the street railway systems are 
due more to inadequate traffic volume 
than to high basic costs. Outside of 
rush hours, the street cars are normally 
loaded very lightly ; so the revenues are 
disproportionate to the costs. If, to 
meet this condition, service is reduced 
by lengthening headways, rider appeal 
is further reduced and traffic volume 
contracted. Here has been the cumula- 
tive trouble to maintain adequate traffic 
to support the operating expenses and 
the heavy fixed investment. With the 
heavy operating costs and low rider ap- 
peal, it is impossible to operate a large 
FEB. 16, 1939 
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street railway system with financial 
success, 

In recent years determined efforts 
have been made by some street railway 
managements to improve the attrac- 
tiveness of service by replacing the 
older types with the so-called “Presi- 
dent Conference Car.” This has, of 
course, furnished moderate improve- 
ment in speeding up service somewhat, 
in reducing noise and vibration, and in 
furnishing modern attractiveness for 
car design, lighting, ventilation, heat- 
ing, seating, and other phases of con- 
venience. All this affects traffic volume, 
but does not reach the crucial difficulty 
of fixed track operation, with its lack 
of flexibility and its basic relation to 
vehicular congestion. There is grave 
doubt as to the justification of the ad- 
ditional investment, which comes to 
about $16,000 per car, as against the 
substitution of modern bus transporta- 
tion. 


HE rider appeal of modern bus 

operation would attract not only 
a large proportion of present automo- 
bile traffic, but would stimulate exten- 
sive convenience riding. This addi- 
tional traffic would lead to further im- 
provement in schedules, cumulative 
traffic accretions, improved loading, 
and financially successful operation, 
together with lowering of fares. De- 
velopment of traffic is the key to low 
fares and financial success. 

If transportation conditions in any 
large city are surveyed with open- 
minded regard for financial success 
and proper service, there is little doubt 
but that extensive, if not complete, con- 
version to modern bus operation would 
be found highly desirable. Such survey 
should cover the various sections of the 
FEB. 16, 1939 


transportation territory, and in each 
should consider specifically the suita- 
bility of busses compared with street 
railways. 

In most instances, a program of 
gradual conversion to busses would 
probably prove most satisfactory. The 
first conversions would include the 
lighter traffic routes, and bus operation 
should include sections not provided 
with public transportation. The ex. 
perience should then be carefully ana- 
lyzed as to costs, traffic appeal, and 
justification of further extension. If 
justified on the showing of facts, the 
second step of conversion should cover 
moderate traffic routes, and two or 
three heavy traffic lines. If the experi- 
ence of such two steps of conversion 
proved to be satisfactory, substitution 
of busses could then be extended to all 
routes. There would then be no risk 
in making the final displacements, and 
each step would be based upon tested 
experience. 


ae a program of gradual trans- 
formation would require an initial 
agreement between the municipality 
and the transportation company. This 
would apply particularly to the capital 
value placed upon the existing street 
railway properties It would recognize 
the obsolete character of the street 
railway system, but should provide 
fairly for its remaining service value. 
In reaching the proper amount no rigid 
principle and procedure can be laid 
down. Ordinary physical appraisal 
would certainly not be applicable. The 
remaining earning power of the street 
railways might be taken as the principal 
factor. Considerable range for com- 
promise would be inevitable. While 
there should be reasonable regard for 
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existing investments, there should be 
equal consideration for the public 
rights to modern transportation and 
other community advantages. 

The capital value thus established 
should be accepted by the company and 
the municipality as fixed and final for 
the existing properties. The amount 
should then be amortized over a rea- 
sonable period of fifteen or twenty 
years, except for property items which 
continue to be serviceable for bus 
operation. All additional expenditures 
for busses and other facilities should 
be added to the capital account at actual 
reasonable cost, and the company 
would be entitled to a return on the 
total net capital value. 


wr such a definite financial set- 
tlement, there would be no sub- 
sequent conflict of interest between the 
company and the city in carrying out 
a program of conversion. The com- 
pany’s financial rights would be un- 
altered by the speed or extent of con- 
version, except that they would be 
better protected by the superior earn- 
ing power of the bus routes. Conse- 
quently, the company would be in posi- 
tion to codperate thoroughly with the 
city in bringing about orderly trans- 
formation according to financial and 
community advantages. 


e 


With such initial settlement of cap- 
ital value, the new arrangement should 
be a cost-of-service plan. The total 
cost of service would be equal to all 
operating expenses, including main- 
tenance and depreciation, taxes, amor- 
tization of old street railway invest- 
ment, and return of say 6 per cent on 
the total unamortized capital value. 

The fares should be based upon the 
cost of service, with reasonable pro- 
vision for a fare equalization reserve 
and, perhaps, for a sliding scale along 
the line of the so-called Washington 
plan. The existing fares might be re- 
tained until substantial economies and 
traffic additions have been realized. 
Then there should be at least an annual 
survey of the operating and financial 
results. Excess earnings above the 
total cost of service should be systemat- 
ically applied to fare reductions, sub- 
ject to any definite sliding-scale ad- 
justment. 

With greatly enlarged traffic volume 
and improved load conditions, the 
average cost per passenger would be 
gradually reduced, and in most in- 
stances the traditional 5-cent fare could 
probably be attained for ordinary 
riders. Within limited business areas, 
even lower fares might be adequate 
and desirable to attract traffic. For 
longer distances and through service, 


ing and routing according to traffic needs and convenience, 


q “SERVICE flexibility of busses includes not only the schedul- 


but also adjustment of the kind of vehicles to the character 
of the traffic. Large busses, with seating capacity of forty to 
forty-five passengers and with standing load of sixty pas- 
sengers or more, can be provided for the heavy traffic routes 
during rush hours. For light routes, small busses with seat- 
ing for twenty to twenty-five passengers are adequate and 


more appropriate.” 
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higher fares might be necessary. Any 
fare adjustment could be made which 
would contribute to traffic build-up 
and public convenience, especially to 
get rid of automobiles in the city 
streets. 


HAT should be basic is that the 

company would have no direct 
financial interest at stake in any par- 
ticular method of financing and ad- 
justment of fares. It should have a 
definite right to a return, according to 
the capital value or sliding-scale ar- 
rangements, and otherwise it should be 
in position to join with the city in 
bringing about maximum traffic at 
minimum attainable cost. The city 
should have general control over the 
program of conversion, new capital 
provisions, service standards, fare 
policies, and other matters of public 
interest. 

It should also have a suitable ad- 
ministrative agency through which the 
facts as to capital value, operating ex- 
penses, traffic, revenues, and other 
matters are systematically assembled 
and analyzed for the formulation of 
municipal policy. 

Such a program of transportation 
adjustment as thus briefly outlined 
should be adopted by every large city 
as a matter of ordinary common sense. 
Unfortunately, however, such simple 
common sense is seldom readily attain- 
able. It is beset by grave difficulties. 


Ox the company side, there are seri- 
ous obstacles to reasonable facing 
of conditions. 


l It has a deeply entrenched posi- 
¢ tion, supported usually by long- 
term franchises for the use of the 
streets in street railway operation. 
FEB, 16, 1939 


2 It has heavy investments in tracks 
e and other properties whose de. 
preciation or obsolescence is hard to 
evaluate and more difficult to admit: 
it somehow hopes that it can make good 
on its original investments, without 
sacrificing the obsolescence that has 


taken place. 
3 The company is usually involved 
¢ in complexities of corporate 
structure and financial entanglements, 
It represents a build-up based upon 
long-term leases, various bonds, mort- 
gages, preferred stocks, and guaran- 
teed common stocks of lessor com- 
panies. To bring about harmony and 
agreement among such varying in- 
terests on the basis of present reality 
and future needs is an extremely diff- 
cult undertaking. 


4 There is the psychological factor 
e that street railway managements 
are naturally street railway minded. 
They have grown up with street rail- 
way operation, have believed and 
gloried in it, are largely blind to the 
technological advances in other modes 
of transportation, are practically un- 
conscious of the importance of street 
uses other than street railway opera- 
tion, are sublimely confident of their 
own superior experience and judgment, 
and are intolerant toward public off- 
cials who have different conceptions of 
transportation needs and have regard 
also for other municipal objectives de- 
pendent upon suitable transportation. 

In short, street railway companies 
are not in the mood to recognize pres- 
ent realities, future needs, or even their 
own long-run financial advantages. 
While, of course, they must profess 
willingness and eagerness to cooperate 
with municipal authorities, they resist 
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the formulation and adoption of any 
reasonable program of transformation 
in accordance with public needs and 
their own permanent financial ad- 
vantage. 


O* the public side, unfortunately, 
the municipal authorities seldom 
have adequate realization of the condi- 
tions that exist and of what should be 
done for the long-run economic and 
social developments of the community 
depending upon proper transportation. 
They are subject, moreover, to rapid 
oficial turn-over through elections, 
and always are struggling with other 
pressing problems which they cannot 
sidestep. Consequently, since mostly 
they are not directly charged legally 
with responsibility for proper trans- 
portation, they are naturally prone to 
let matters slide. 

But conditions have become rather 
critical in many cities, and municipal 
officials can hardly escape public re- 
sponsibility, despite lack of outright 
legal duty. The companies, through 
financial pressure and public insist- 
ence, are bound to give way to con- 


sideration of needed adjustments. 
Neither the companies nor municipal 
officials can stop permanently, or for a 
long time, the forces of progress and 
the necessity of making suitable trans- 
portation provisions. 

If the municipal officials in any city 
come to realize that transportation con- 
ditions are chaotic, and that important 
readjustments are necessary for the 
future economic and social develop- 
ment of the community, they will in- 
sist upon careful survey of the facts 
and upon formulation of a reasonable 
program of transportation. They will 
initiate negotiation with the company 
and will seek a settlement for sensible 
transformation and orderly adminis- 
tration. Furthermore, by recourse to 
competitive bus operation, either 
through a private company or outright 
municipal ownership, they can bring 
practical pressure upon the company 
to accept a reasonable settlement. They 
have the ultimate power of enacting 
municipal policies and bringing about 
reasonable adjustments for future 
transportation in accordance with com- 
munity needs and advantages. 





pera of free transportation, one of the admitted evils in the 
railroad business—admitted by many practical railroad menwho 


believe in efficiency and economy—is that solicitors from the X.Y .Z. 
Railroad are constantly invading the territory of the A.B.C. Rail- 
road—and vice versa—taking traffic that does not belong to them 
and thus causing unnecessary increase in the expense of doing busi- 
ness. But the most ridiculous part of the performance is that these 
solicitors do their invading on passes issued by the railroads from 
which they are taking business. Even on the theory of railroad men 
who believe in passes that this sort of thing “breaks even,” why in- 
dulge in such foolishness? 

—Epitor1AL STATEMENT, The Traffic World. 
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The Tax-transfusion Remedy 
For Our Sick Waterways 


Millions of dollars have already been wasted in the futile effort to provide 
cheap navigation on inland streams; so, in the opinion of the author, the 
President’s water-resources plan calling for an additional outlay of $180,- 
575,000 for rivers and harbors over a period of six years should be scruti- 
nized carefully as to the amount and character of traffic to be expected; the 
cost per ton-mile imposed by the improvements ; whether or not the prospec- 
tive tonnage can be carried as cheaply as by existing facilities; and the tolls 
per ton-mile necessary to pay all the cost of the improvements. 


By FRANK M. 


the stable door applies only to 
the “horse-and-buggy” days, 
but its implications are as important to- 
day as when old Dobbin was a major 
factor in transportation. This is strik- 
ingly illustrated in the government out- 
lay on inland river improvements to 
furnish cheap carriage by water, par- 
ticularly on the Mississippi system. 
Traffic on these streams had reached 
a low ebb about the turn of the present 
century and an active campaign was 
started for their improvement by the 
residents of the valley. Where it was 
not used to further selfish interests it 
was based on disregard of facts rather 
than a sober analysis of the problem. 
As a result more than half a billion 
dollars has been spent on them since 
1900 and most of it has been utterly 
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| ITERALLY the adage about locking 


PATTERSON 


wasted. Except for the Monongahela 
river and, to a lesser degree, the lower 
Mississippi, the ton-mile costs im- 
posed by maintenance and operation of 
the improvements and interest on the 
investment are greater than ton-mile 
revenue of the Class I railways. 

It is significant that the rapid de- 
crease in river traffic coincided with 
the beginning of the programs of bet- 
terments by the railways of the valley 
that have made possible the enviable 
operating records of today. 

Prior to 1930, the major project in 
this system was that of the Ohio river. 
In 1910 the complete canalization of 
its 969 miles was approved by the 
Congress at an estimated capital cost 
of $63,741,000 by a special board of 
U. S. Army Engineers, with $1,- 
000,000 annually for maintenance and 
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THE TAX-TRANSFUSION REMEDY FOR OUR SICK WATERWAYS 


operation of the improvements. To The board reported that 13,000,000 
une 30, 1929, the investment had risen tons of freight were carried on the 
to $96,709,633, and maintenance and river in 1905, including 3,926,319 tons 
operation amounted to $1,331,423 in of coal passing Davis island a few 
that fiscal year. miles below Pittsburgh, but its destina- 
tion was not shown. In 1907, of the 
tar board’s report was based 2,284,000 tons passing the same point, 
largely on economies to be made 1,244,720 tons reached Cincinnati; 
in the carriage of coal, while it also 1,115,000 tons passed Louisville; and 
forecast a great increase in the length about 1,000,000 went to New Orleans. 
of haul for all classes of other freight. The 1,244,720 tons whose movement 
At that time a large tonnage of coal was reported accounted for at least 
was carried from Pennsylvania and  1,100,000,000 ton-miles. 
West Virginia, of which about a mil- Since this takes no account of the 
lion tons was consigned to New Or- other 1,039,280 tons passing Davis 
leans annually. The well-informed island or of that shipped from other 
foresaw that this traffic would be lost points, it is clear that the ton-mileage 
ina short time to the railways serving of coal alone in 1907 largely exceeded 
the nearer fields in Alabama; by 1912 the 1,344,687,000 ton-miles for 20,- 
almost no coal went to New Orleans 938,267 tons of all commodities in the 
from the Ohio river, and shipmentshad calendar year 1928, when coal and 
ceased entirely long before 1929. coke furnished 9,260,776 tons, or 44.3 
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TABLE I 


CoMPARATIVE Cost AND TRAFFIC DaTA, UPPER MIsSIssiIpPI AND Missourt RIVERS, 
AND Crass I Raitways, CENTRAL REGION OF WESTERN DistRICT 


Calendar year 1936 for rivers and 1935 for railways 


Upper Missouri River Class I Railways 
Mississippi Mouthto Kansas City Central Region 
River Kansas City to Sioux City Western District 


Miles of line 658 382 409 
Investment : $74,802,7622  $51,282,1342 
Investment per mile $195,819 5, 
Interest on investment? 604,056 $2,244,083 $1,538,464 
Maintenance and operation* $1,682,311 $237,643 
Annual cost $3,926,394 $1,776,107 
Tonnage 375,5548 544,9397 
Ton-miles 21,678,387 5,093,261 
Total cost per ton-mile, cents .... 2.586 18.112 34.872 
Cost per ton-mile, maintenance only . 7.760 4.666 
Average haul, miles 66 57 9 
Ton-miles per mile of line 56,750 12,453 





1For canalization project only; total invest- for complete transport system for passengers 
ment since 1900: $125,300,000. and freight. Pm 
2 Total government investment. _ wanes ne used in river work; 40 per 
At 3 per cent for river investment; for 8 160,416 tons used in river work; 43 per 
railways, interest paid on funded and unfunded cent of total. 
debt. 7 All but 15,400 tons of sand was used in 
*For channel improvements only on rivers; river work. : : 
for railways’ maintenance and operating costs 8 Revenue per ton-mile for railways cited. 
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“THE Federal Barge Lines began operation between St. 
Louis and Kansas City in 1935, when its operating loss, in- 
cluding depreciation, was $27,190, followed by a loss of 


$86,092 in 1936. Its 24,866 tons in 1935 were carried an 
average distance of 386 miles at a cost of 0.829 cents per 
ton-mule, and the 39,129 tons in 1936 had an average haul of 
377 miles with a ton-mile cost of 0.928 cents, which must be 
increased by 40 per cent for comparison with rail because of 
the greater distances by river between common points.” 


per cent of the total, with 8,947,086 
tons of sand, gravel, and stone (42.7 
per cent), leaving only 2,730,415 tons, 
or 13 per cent, for all other commodi- 
ties. The average haul was only 64 
miles, indicating the local character of 
the traffic, for if coal and coke were 
credited with the entire ton-mileage in 
1928, their average haul would have 
been only 145 miles as compared with 
887 for the 1,244,720 tons in 1907. 
None of the sand, gravel, and stone 
tonnage could be credited to the work, 
since it could have moved with no river 
improvements. 


N the modern idiom, the Ohio river 

by 1929 had furnished a “yard- 
stick” to demonstrate the futility of 
large expenditures for the improve- 
ment of navigation on our inland 
rivers, for admittedly it was the most 
promising sector of the Mississippi 
system where benefits might be ex- 
pected. 

Here horses worth $96,709,633 in 
purchase price had been stolen between 
1910 and 1929, but was the stable door 
locked to save those we had left? That 
query is only a rhetorical gesture, for 
in 1930, when the Ohio river had fur- 
nished such a horrible example, the 
FEB. 16, 1939 
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canalization of the 626 miles of the 
upper Mississippi between the mouth 
of the Illinois river and Minneapolis 
was authorized at an estimated cost of 
$130,000,000, with $1,000,000 annu- 
ally for maintenance and operation of 
the improvements. This has been re- 
vised to cover the 658 miles between 
the mouth of the Missouri and Minne- 
apolis at a capital cost of $153,000,000, 
and $1,750,000 for maintenance and 
operation. 

Despite the disheartening record of 
traffic on the Missouri river and the 
lack of reasonable hope for any worth- 
while prospective tonnage, the im- 
provement of its channels on the 791 
miles between its mouth and Sioux City 
was prosecuted at a greatly accelerated 
pace after 1932. 


ews upper Mississippi played an 
important role in the develop- 
ment of our country, after the Black- 
hawk war had opened its adjoining 
lands to settlement, by furnishing cheap 
transport for the surplus products of 
the settlers and the commodities needed 
by them. 

On this stream $10,000,000 had 
been spent to good advantage prior to 
1900, mainly for a canal past the Des 
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Moines rapids near Keokuk, Iowa, and during that period was well over a 
the removal of obstructions inthe Rock million dollars, about half having been 
[sland rapids. Until the decade be- incurred to the end of 1929. 
tween 1890 and 1900 a comparatively This sorry showing of a plan to re- 
heavy tonnage of grain for export via store navigation to the river with great 
New Orleans and of merchandise was_ savings to the shippers induced the 
carried, but the great bulk of the government, through the executive 
freight was logs and lumber rafted head of the barge lines, to assist the 
from Wisconsin and Minnesota to active propaganda carried on by the 
points as far south as St. Louis, just residents of the valley, and this valuable 
as coal for New Orleans was the main- ally insured the authorization of 1930 
stay of navigation on the Ohio. to provide channels with a navigable 
The river-borne traffic in grain and depth of 9 feet. From 1900 to the be- 
merchandise had decreased sharply by ginning of that program, $38,492,646 
1900 and it was then evident that the had been spent for new work and an 
supply of pine to move on the river additional $86,801,855 had been in- 
must be exhausted in a relatively short vested in the present project to the end 
time. The last large raft passed down of 1936. 
the river in 1915 and the two “packet” Like the upper Mississippi, the Mis- 
lines between St. Louis and St. Paul souri river was an important factor in 
had ceased operation shortly after the the winning of the West by providing 
turn of the century, leaving the small a comparatively cheap and time-saving 
local business to “short-line” boats link between St. Louis and the wagon- 
until the growth of truck and bus _ train routes from the river across the 
transportation forced them out of the plains. Unlike the upper Mississippi, 
running. no improvements were made in its 
channels until that traffic long had been 
B Bcene ose there was no river only a matter of history, with no im- 
traffic in a real sense until 1926, portant commerce to take its place. 
when the Federal Barge Lines, owned 
by the government, began service be- HE Federal Barge Lines began 
tween St. Louis and Minneapolis. In operation between St. Louis and 
each year to 1936, inclusive, it operated Kansas City in 1935, when its operat- 
at a loss except in 1935 when it had a_ ing loss, including depreciation, was 
profit of $31,154. Its operating loss $27,190, followed by a loss of $86,092 
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TABLE II 
TraFric DaTA For UPPER Mississipr1 RIVER IN 1936 
Federal Other All 
Barge Lines Carriers Carriers 
150,802 169,939 2,320,741 
84,855,994 69,273,689 154,129,683 
Average haul, miles 66 


33 
Ton-miles per mile of line 105,280 234,240 
Ton-mile operating cost whetely 
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Flood of Spending 


CC A SMALL amount of poison sometimes will 
prove fatal, while an overdose may not. 
































We may hope that the present and prospective 
flood of ill-considered spending will react in the 
same way. It is not a pleasant way to prolong life, 
but the results may be worth the discomfort, even 
if we suffer recurrent twinges from traces of the 


toxin which cannot be eliminated ; in this case by 
the heavy maintenance costs of the wasteful im- 


provements.” 





in 1936. Its 24,866 tons in 1935 were 
carried an average distance of 386 
miles at a cost of 0.829 cents per ton- 
mile, and the 39,129 tons in 1936 had 
an average haul of 377 miles with a 
ton-milecost of 0.928 cents, which must 
be increased by 40 per cent for com- 
parison with rail because of the greater 
distances by river between common 
points. 

Relevant cost and traffic data for the 
upper Mississippi and the two districts 
of the Missouri river, taken from the 
reports of the Chief of Engineers of 
the United States Army, are shown in 
the accompanying table, together with 
those for the Class I railways in the 
central region of the western district 
for 1935 as reported by the Interstate 
Commerce Commission, the latest 
available at this time (Table I, p. 219). 

The total cost of river transport is 
that imposed by the improvements plus 
the operating costs of the boats. Little 
data are available for the latter item 
except for the Federal Barge Lines, 
which enjoys many perquisites denied 
to the privately owned carriers. Its 
total tax bill in 1936 was only $15.49 
on 3,150 miles of line; an investment 
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of $18,245,387 in real property and 
equipment less depreciation; and an 
operating income of $367,485. The 
1935 taxes on the railways cited were 
$44,048,660, or 32.7 per cent of their 


operating income. 


b thon waste on the upper Mississippi 
is emphasized by a study of the 
freight carried. Of its 2,320,741 tons, 
sand, gravel, and stone furnished 50 
per cent and much of this was included 
in the 925,752 tons (40 per cent of the 
total) used in the river work. The 
150,802 tons (6 per cent of the total), 
carried by the Federal Barge Lines, 
comprised practically all of the higher- 


class freight except that on the 32-mile | 


reach between the mouths of the Mis- 
souri and Illinois rivers. The trivial 
character of traffic handled by carriers 
other than the Federal Barge Lines is 
disclosed in the accompanying data 
(Table II, p. 221). 

The operating cost of the barge lines, 
plus maintenance and operation of the 
river improvements, totals 1.398 cents 
per ton-mile; including interest on in- 
vestment in river work, the total ton- 
mile cost is 3.088 cents. 
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Traffic on the two districts of the 
Missouri river, where all of the high- 
class tonnage is carried by the Federal 
Barge Lines at a loss, is so insignificant 
as to need little comment. None of the 
$69,000,000 already spent on the 
$108,000,000 navigation dam at Fort 
Peck, Montana, has been included in 
the costs for these sections, although 
they are to be the principal benefici- 
aries, if any, of its operation. 

Here the homespun philosopher 
may invoke another old saw: “Don’t 
cry over spilt milk; all it gets you is a 
soppy handkerchief.” True, but we 
still have some milk and a few horses 
left. We won’t have if we continue 
blindly to improve for “navigation and 
flood control” all the rivers and creeks 
scattered over our landscape. 


water-resources 
plan, calling for an outlay of 
$180,575,000 for rivers and harbors 


Ge President’s 


over a period of six years, should be 
scrutinized carefully as to the amount 
and character of traffic to be expected ; 
the cost per ton-mile imposed by the 
improvements; whether or not the 
prospective tonnage can be carried as 
cheaply as by existing facilities and the 
tolls per ton-mile necessary to pay all 
the cost of the improvements. The 
Interstate Commerce Commission is, 
without doubt, the logical agency for 
such an analysis. 

A small amount of poison sometimes 
will prove fatal, while an overdose may 
not. We may hope that the present and 
prospective flood of ill-considered 
spending will react in the same way. 
It is not a pleasant way to prolong life, 
but the results may be worth the dis- 
comfort, even if we suffer recurrent 
twinges from traces of the toxin which 
cannot be eliminated; in this case by 
the heavy maintenance costs of the 
wasteful improvements. 





Radio Broadcasting by Telephone 


er 4 HE Leningrad department of the Soviet Institute of Research in 
Communications has constructed a new apparatus which will 
make it possible to receive up to 10 relayed broadcasting programs on the 
systems of the automatic telephone exchanges. A pF ete will be 
able to choose any of the relayed programs he desires. In the event of 
his being rung up during the course of the program, the relay is auto- 
matically interrupted and reconnected at the conclusion of the conversa- 
tion. A similar system of relay at the automatic telephone exchanges is 
extensively used in Switzerland. The Soviet device is, however, stated 
to be of original design.” 
—Excerpr from The Electrical Review (London). 
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Wire and Wireless 
Communication 


Fn consensus of Washington ob- 
servers on the President’s recent 
request for what would virtually amount 
to ripper legislation for the FCC seems 
to be that Congress will not finally enact 
any such legislation at the current ses- 
sion. It is also generally believed, now 
that the administration—whose efforts 
heretofore have been to suppress con- 
gressional attempts to interfere with the 
FCC—has joined in the chorus of open 
criticism of the basic FCC set-up, some 
form of investigation is inevitable. 

And so the numerous reports that con- 
structive critics of the FCC radio policies, 
such as Senator Wheeler of Montana 
and Chairman McNinch (who presum- 
ably speaks for the White House in such 
matters), have all agreed on a bill which 
will be put over without much difficulty 
should not be taken too seriously. As 
far as Senator Wheeler is concerned, the 
exact membership of the FCC is not so 
important as legislative declarations of 
policy. McNinch, on the other hand, does 
not seem to be so much concerned about 
policies as he is over better administra- 
tive control which he thinks would be 
best achieved by a 3-man commission. 

It is likely that since the objectives of 
the chairman of the FCC and the chair- 

‘man of the Senate Interstate Commerce 
Committee do not necessarily conflict, 
they might have agreed to accept each 
other’s proposals as a basis for mutual 
support. 

ut be that as it may, Senator Wheel- 
er’s alleged acquiescence in Chairman 
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McNinch’s proposal to cut the member- 
ship of the FCC down to three commis- 
sioners is not unanimously shared even 
on his Senate Interstate Commerce Com- 
mittee. Nor, for that matter, does Sena- 
tor White, Maine Republican (who is 
probably more of a communications ex- 
pert than any other member of Con- 
gress), see eye to eye with Senator 
Wheeler’s ideas about writing legislative 
policies into a new FCC act. 


ENATOR Wheeler has long felt that 
the FCC’s troubles are largely due 
to the vagueness of the present Com- 
munications Act which leaves to the FCC 
the gigantic responsibility of formulating 
fundamental policies concerning com- 
munications regulation. Wheeler thinks 
this responsibility ought to be exercised 
by the constitutional law-making body of 
the Federal government—meaning Con- 
gress. He feels that this power should 
be returned to Congress through a statu- 
tory definition of what Congress wants 
done about various controversial points 
of regulatory policy. 
Specifically, these points would in- 
clude matters of taxation and regulation 
of radio (and radio advertising) as a 
utility, censorship and the relationship of 
radio to the press, and even technical 
traffic problems concerning the allocation 
of the radio spectrum. Senator White 
is reported to feel that the radio art 1s 
moving too swiftly to be encumbered by 
legislative restrictions which might 
strait-jacket a number of budding de- 
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velopments. In this class would be tele- 
vision, facsimile, carrier wave telephony, 
and short-wave broadcasting experi- 
ments, such as those being carried on at 
Columbia University and Stanford Uni- 
versity. 

Congressional opposition to Chairman 
McNinch’s proposal to cut the member- 
ship of the FCC in the interest of 
“harmony” springs from a number of 
factors, the principal one being the gen- 
eral conviction on Capitol Hill that this 
is simply a device for getting rid of com- 
missioners who do not agree with Chair- 
man McNinch. 

Oddly enough, on the very same day 
Chairman McNinch was discussing with 
the chairman of the Senate Interstate 
Commerce Committee the desirability of 
trimming the FCC body to three commis- 
sioners, on the other side of the Capitol, 
Commissioner Splawn was telling Chair- 
man Lea of the House Interstate and 
Foreign Commerce Committee about the 
desirability of increasing the ICC mem- 
bership from eleven to nineteen. 


s far as obtaining “harmony,” a 3- 
man commission would probably 
function with less noticeable friction— 
especially if Chairman McNinch himself 
were renamed to the new board, which 
everyone seems to assume is the present 
intention of the White House. Even so, 
Congressmen were already pointing to the 
TVA as an example of how even a 3- 
man board could generate internal fric- 
tion, where a positive character in the 
role of chairman, such as former TVA 
chairman, Dr. A. E. Morgan, can arouse 
conflict of ideas by his very assertiveness. 
Chairman McNinch is regarded as tem- 
peramentally constituted pretty much 
along this line. 

The opposition over the appointment 
of former Representative Amlie of Wis- 
consin to the ICC gave unexpected im- 
petus to the growing opposition against 
a 3-man FCC. Some Congressmen feel 
that President Roosevelt, in naming a 
public ownership advocate to the ICC, 
demonstrated his own skepticism as to 
the effectiveness of regulation. They 
were inclined to fear that similar appoint- 
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ments of radicals to a reduced and highly 
concentrated FCC would bring the 
threat of government ownership clouding 
over all forms of communications indus- 
tries, including the important telephone 
industry. 

That being the case, a number of con- 
gressional leaders are said to be in favor 
of picking their way very slowly and de- 
liberately on reform legislation affecting 
the FCC. A number of them, especially 
from New England districts, have been 
seeking to investigate the FCC and the 
radio industry for the last three years 
against the hitherto effective opposition 
of administration forces in Congress. 
Now that the administration itself has 
become an eleventh hour convert to the 
need for reéxamination of the basic set- 
up of the FCC, the original critics are 
not disposed to let the administration 
forces suddenly take over the show or 
rush the proceedings to any legislative 
conclusion preconceived by inner circle 
New Dealers. The FCC, after all, is es- 
sentially a New Deal creation resulting 
from the enactment of the Communica- 
tions Act of 1934. There had been pre- 
vious bills in Congress along this line, 
such as the communications bill original- 
ly introduced by the late Senator Couzens 
of Michigan (Republican), but the ad- 
ministration leaders asked for and re- 


ceived a 7-man set-up for the FCC. The 
seven commissioners were, of course, all 
appointed by President Roosevelt. 


HEN friction broke out among 

these seven members there natural- 

ly resulted congressional curiosity. Only 
last year a congressional resolution to in- 
vestigate the FCC was defeated by ad- 
ministration forces upon the plea that 
new reforms begun by Chairman Mc- 
Ninch should be given a chance. Only 
four months ago McNinch instituted a 
number of rather drastic internal 
changes for the ostensible purpose of 
stepping up the efficiency of the FCC as 
resently constituted and already we 
ave President Roosevelt virtually ad- 
mitting that these attempted reforms 
have failed of their ultimate purpose. It 
is only natural that congressional mem- 
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bers in the light of these circumstances 
are determined to have something to say 
before they overhaul the Communica- 
tions Act, and hand it back ripped and 
cleaned for the President to dominate 
with a complete new set of appointments. 

The anticipated congressional investi- 
gation of the FCC and probably of radio 
is not likely to get under way much be- 
fore the end of the session. It may pos- 
sibly not even start until after the ses- 
sion is adjourned—which was what hap- 
pened last year when Congress decided to 
go into the TVA situation under circum- 
stances which parallel the FCC case in a 
number of respects. 

Needless to say, this would mean that 
the FCC as presently constituted will 
probably limp along another year—per- 
haps longer. It would languish under the 
spotlight of investigation, perhaps, but 
otherwise would be technically intact as 
far as legislative revision is concerned. 
This state of affairs could hardly be ex- 
pected to improve either the morale or 
efficiency of the FCC. 

Because it was specifically directed by 
Congress to report on the special tele- 
phone investigation, the FCC will prob- 
ably finish up its final report for which 
Congress is becoming rather impatient. 
Progress will probably lag, however, on 
two other jobs which the FCC tackled 
on its own initiative (i.e., without specific 
congressional authorization) : the radio 
monopoly investigation and final action 
on the “superpower” committee report. 


OMMUNICATIONS industries other 

than radio broadcasters are natural- 
ly following the reaction to President 
Roosevelt’s demand for FCC revision 
very closely. The telephone industry in 
particular is on guard against any at- 
tempt of anti-utility forces in Congress 
to slip into a rewritten version of the 
Communications Act some of the more 
drastic proposals of Commissioner 
Walker’s Proposed Report. The inde- 
pendent telephone industry, of course, 
wants to make sure that any new version 
of the act retains the so-called “connect- 
ing carrier” provisions by which inde- 
pendent telephone systems are exempt 
FEB. 16, 1939 


from anything more than purely nominal 
Federal regulation. 

The commercial communications in. 
dustries as a whole (including telephone 
and telegraph, cables, commercial wire- 
less, and radio telephone services) may 
eventually take this opportunity to sug. 
gest some legislative segregation from 
the more troublesome regulatory field of 
radio broadcasting. While there are 
probably too many points in common be- 
tween these two classifications (such as 
radio-telephony) to assume that Con- 
gress would make a clean separation 
of regulation under two different com- 
missions, the communications industries 
are thinking over possible advantages of 
having their own regulatory field under 
the FCC insulated by statute from the 
recurrent turmoil which is bound to ac- 
company the further development of the 
social and entertainment features of 
radio. They would be likely to oppose, 
however, suggestions for transferring 
Federal regulation of commercial com- 
munications service to the Federal Power 
Commission. 

But all these considerations are still in 
a nebulous state, especially since, as 
stated before, few Washington observers 
expect any definite legislative action on 
the FCC at this session. 


D URING the latter part of January, the 

attention of the FCC and other 
communications industries generally was 
attracted to a number of technical de- 
velopments involving the radio spectrum 
which may eventually result in the 
formulation of landmark communica- 
tions policies. 

First of all, there was the report of the 
FCC’s own committee on superpower 
broadcasting stations which  recom- 
mended that the FCC should not change 
its rule against superpower broadcasting. 
The present rule of the FCC limits Class 
I broadcasting stations to 50 kilocycles 
in the power controlling their operations. 
Only one broadcasting station in the 
United States exceeds this power limi- 
tation. It is Station WLW at Cincinnati 
which has used a power of 500 kilocycles 
on an experimental basis. 


226 





WIRE AND WIRELESS COMMUNICATION 


The FCC committee, composed of 
Commissioners Case, Craven, and Payne, 
recommended that authority for the con- 
tinuation of this sole superpower station 
at Cincinnati should be discontinued, 
which would presumably reduce Station 
WLW to the regular 50 kilocycle class. 

The committee conceded that there 
was something to be said for superpower 
operations from an economic as well as 
social point of view and added that “at 
a later date the subject of superpower 
may be reopened and decided more posi- 
tively upon the basis of more accurate 
evidence and experience than is avail- 
able at present.” The committee’s re- 
port stressed the importance of a fearless 
reexamination of the growing problem 
of radio and press competition. The re- 
port did not conclude that such competi- 
tion is necessarily undesirable, but that it 
imposed a responsibility for determining 
a regulatory policy as to whether news- 
paper publishers should, in defense of 
their investment and the jobs of their em- 
ployees, be permitted to increase their 
control over radio by acquiring broad- 
casting stations. 

The committee also recommended that 
radio stations be licensed for a period of 
one year instead of the present six 
months’ period. ! 


x the same time the FCC super- 
power committee report was being 
read, two universities at opposite ends of 
the country contributed more food for 
FCC thought in the form of announce- 
ments involving new techniques of radio 
broadcasting. Better known and possibly 
of more immediate promise was the an- 
nouncement of Columbia University that 
its professor of electrical engineering, 
Major Edwin H. Armstrong, had per- 
fected his staticless radio. Major Arm- 
strong does this through the substitution 
of “frequency modulation” as against 
the conventional “amplitude modulation” 
now used in radio broadcasting. The in- 
dustry has long known of Armstrong’s 
work, 

_ Aresulting economic headache for the 
industry is the fact that Armstrong’s de- 
vice would impair and eventually junk 
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(if the new technique were exclusively 
adopted) a tremendous public invest- 
ment in outstanding receiving sets which 
would be unable to receive the new style 
programs (although the new sets would 
pick up both styles of broadcasting). 

The principal regulatory headache for 
the FCC would be the problem of super- 
vising an orderly wholesale migration 
from that portion of the radio spectrum 
which regular sound broadcasting now 
occupies to the opposite (or short-wave) 
end of the known spectrum. (See map of 
radio spectrum, page 235.) While this 
section of the spectrum is at present rel- 
atively unoccupied, it comes rather close 
to the province which the FCC has been 
reserving for the entry of television. All 
told, both the industry and the FCC are 
going to move slowly, if at all, on Major 
Armstrong’s discovery. A valuable by- 
product, however, may be the improve- 
ment of television and facsimile by his 
methods. 

A possible solution to this technico- 
radio problem may come of the radio dis- 
coveries announced at Palo Alto, Calif., 
on January 29th by the Stanford Uni- 
versity Department of Physics. Stated 
in popular language, the Stanford dis- 
covery was said to “cause electrons to do 
the rhumba.” Seriously, the device is 
said to generate extremely short waves 
that are both powerful and easily con- 
trolled—an impossibility with the usual 
ultra short-wave equipment. The waves 
are said to be so short that they approach 
in minuteness the length of light waves. 

So well-behaved are these waves, the 
Stanford scientists said, that many, per- 
haps hundreds of them, might be shot 
simultaneously through a long metal 
tube, each of them carrying a telephone 
or a telegraphic message. 

A single wave, they reported, could be 
made so narrow—so nearly like the shape 
of a beam of light—that an airplane pilot 
could follow it with complete confidence 
to a blind landing under conditions which 
might make such practices hazardous 
with a broader wave. The new discovery 
was also said to hold interesting possibili- 
ties for the improvement of television 
and facsimile broadcasting. 
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North American Company 


HE proposal of North American 
Company to eliminate its major sub- 
holding company, North American Edi- 
son Company, would leave the system 
set-up as follows (per cent of common 
stock control indicated in parentheses) : 


North American Company 


Cleveland Elec. Illuminating Co. (79%) 
Union Electric Co. of Missouri (100%) 

Iowa Union Electric Company (100%) 

Cupples Station Lt., Ht. & Pr. Co. (100%) 

St. Louis & Belleville Elec. Ry.Co. (100%) 

Mississippi River Power Co. (99.6%) 

St. Charles Elec. Lt. & Pr. Co. (100%) 
Lakeside Light & Power Co. (100%) 
Union Electric Co. of Illinois (100%) 

Union Colliery Company (100%) 

St. Louis & Alton Railway Co. (100%) 

Wisconsin Electric Power Company (100%) 
Milwaukee Elec. Ry.& Transport Co. (100%) 
Wisconsin Gas & Electric Company (100%) 
Wisconsin Michigan Power Co. (100%) 
Washington Railway & Elec. Co. (96%) 

Washington & Rockville Ry. Co. (100%) 
Braddock Light & Power Co. (100%) 

Potomac Electric Power Co. (100%) 

West Kentucky Coal Co. (100%) 

North American Utility Secur. ape 
St. Louis County Gas Company (100%) 

60 Broadway Building Corp. (100%) 


YSTEM properties are largely in four 

territorial groups, the relative sizes 

of which are indicated in the following 

table for the year ended September 30, 
1938 (data in billions) : 


Electric 

Output 

Kwh. 

District of Columbia 8 sf 
Missouri-Illinois-Iowa 2.4 2.5 
Ohio 17 ae 
Wisconsin- Michigan 1.5 Ae 


Total yes 


Gas 
Output 
Cu.Ft. 


In addition to “system” properties, 
North American has important minority 
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and 
Comment 


By OWEN ELY 


stock interests in Detroit Edison, Pacific 
Gas and Electric, and North American 
Light & Power—all large companies. 

The North American system has long 
been noted for its low average electric 
rates. President Fogarty, appearing be- 
fore the SEC at its recent hearings on 
the $105,000,000 refunding financing in- 
volved in the elimination of North Amer- 
ican Edison Company, offered the fol- 
lowing comparison of electric rates and 
use in the system’s territory and the 
United States as a whole: 


United States 
Average 
Average 
Usea 
Cus- 


tomer 


North American 
Subsidiaries 


Average 
sea 
Customer 
(k 


Average 
Revenue 
(Cents 
a kwh.) 
4.942 


*Twelve months end October 3lst. 


Public offering of the North Ameri- 
can Company debentures and preferred 
stock February Ist at prices above par 
were reported very successful. The fol- 
lowing paragraph is quoted from The 
New York Times: 


Sentiment in investment circles has been 
improved more... by the success of both the 
New York city and North American Com- 
pany security offerings than by anything else 
that has happened in several months. Both 
issues, incidentally, were properly “timed” 
and have the advantage of exceedingly 
favorably market conditions. That the 
offering of $105,000,000 of North American 
debentures and preferred stock supplied 
only part of the needs of investors was ap- 
parent by the manner in which all three 1s- 
sues of debentures were absorbed and 
— at substantial premiums in the mar- 

et. 
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Stocks Decline on War Fears 


HE stock market, which in late De- 

Bb ioeder recovered moderately from 
the November decline, disappointed most 
observers by its reactionary tone in early 
January. While the decline was halted 
for a few days, January 20th saw a re- 
newal of the down trend, with particu- 
larly sharp sell-offs on the 23rd and 26th. 
Major liquidation appeared to come 
from abroad—principally Amsterdam 
and London. The former, with a re- 
puted considerable amount of Jewish 
refugee funds and concerned over the 
possibility of Nazi demands on Holland, 
appeared to be the largest seller. Lon- 
don, torn by vague fears and disturbed 
by Chamberlain’s speech, also sold 
heavily, as indicated by weakness of U. 
S. Steel, Europe’s favorite medium for 
speculation in American stocks. Orders 
issued by British banking authorities to 
curtail loans on foreign securities as a 
part of the program to protect sterling 
—British “margin” trading terms have 
been extremely liberal—doubtless also 


had their effects prior to “settlement 
day.” 

On January 27th, a fair-sized rebound 
took place, but volume of trading did 
not indicate any sharp reversal of trend, 
and it is difficult at this writing to deter- 
mine whether a “selling climax” has oc- 
curred. The rally has recovered only 
about two of the nineteen point’s decline 
from the January 4th level around 155, 
and the market is currently about nine 
points above the September 26th war 
scare low. By the time this issue goes to 
press, Hitler’s address to the Reichstag, 
together with the scheduled talks by 
Chamberlain and Ciano, may have fur- 
nished some definite clue regarding the 
imminence of armed conflict. 

Thus far domestic business activity 
has been relatively well maintained. The 
Federal Reserve index, which climbed to 
104 in December, may recede to around 
100 in January (as indicated by weekly 
business indices, such as Barron’s and 
The New York Times), but this dip is 
moderate contrasted with the decline in 
stock prices, and appears a logical cor- 
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rection of the previous overrapid ad- 
vance. Building statistics have con- 
tinued to make an excellent showing, and 
there is no indication of any real check 
to Federal deficit financing—scheduled 
to reach its peak in the summer of 1939. 
Barring the outbreak of a general Eu- 
ropean conflict, therefore, there seems 
no reason to anticipate a bear market, or 
resumption of the 1937-38 depression, at 
this time. 

Utility stocks have made a relatively 
favorably showing recently, as compared 
with industrial stocks. The disappointing 
Supreme Court TVA decision had little 
effect on prices. Perhaps the per- 
sistent demand for investment issues— 
as indicated by the price trends of bonds 
and preferred stocks—is at last being 
reflected in utility stocks, which offer far 
more attractive yields and price-earning 
ratios than the great majority of “blue 
ribbon” industrials. 


¥ 


Utility Stocks Too Low As 
Compared with Industrials 


, opinion was recently expressed 


in this department that utility 
stocks are considerably undervalued 
marketwise in relation to industrial 
stocks, that this condition reflects inves- 
tors’ fears regarding repercussions of 
Federal policies and politics, and that 
this unhealthy condition is preventing 
the industry from carrying out equity 
financing to support a comprehensive 
building program. These views are sup- 
ported by the accompanying chart show- 
ing the trend of industrial and utility 
stocks over the past twenty years. For 
this purpose Standard Statistics’ aver- 
ages of 40 utility stocks and 347 indus- 
trial stocks have been used, 1926 in each 
case being taken as 100. The periods dur- 
ing which utility stocks were higher than 
industrials are indicated by the dark 
areas, and the lighter shading shows the 
years when industrials were relatively 
higher. 
In the bull market of 1919 industrial 
stocks, under the stimulus of a high com- 
modity price level, advanced rapidly, 
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while utility stocks showed little change: 
but the bear market of 1920 restored the 
two groups to an equal basis, and for the 
next five years utilities made a better 
showing than industrials. Because of the 
fact that the two industries are both 
based on 1926 as 100 per cent, this ad- 
vantage disappeared during the next 
three years, both averages advancing 
rapidly together. In 1929, however, the 
public craze for utility holding company 
stocks resulted in a meteoric rise in the 
utility average to a monthly average high 
of 321, compared with 216 for the broad } 
industrial average (the Dow-Jones in- 
dustrial average, figured on 1926 as 100, 
reached a high of about 258). The 1929 
differential of nearly 50 per cent between 
utility and industrial stocks was perhaps 
not warranted ; but, nevertheless, utilities 
continued to enjoy a substantial advan- 
tage over industrials all through the 
1930-32 depression, when their earnings 
remained more stable than those of in- 
dustrial companies. In fact, at the low 
point of the depression—June, 1932—the 
utility average was 65 per cent higher 
than the industrial. 

With the change in administration at 
Washington, however, utility stocks soon 
began to lose their advantage and by 
July, 1933, the differential amounted to 
only 13 per cent. By October the indus- 
trial index had passed the utility, and has 
remained substantially higher ever since. 
In 1935, with the passage of the Utility 
Holding Company Act, utilities dropped 
to about 15 per cent below industrials, 
and with the introduction of TVA and 
other anti-utility policies the unfavorable 
“spread” increased still farther, amount- 
ing to about 41 per cent. Despite several 
programs initiated by the administration 
toward “reconciliation” with the indus- 
try, the industrial stock average in De- 
cember, 1938, was still 42 per cent higher 
than the utility average. The differential 
seems to indicate that, while fears regard- 
ing the “death sentence” have been 
largely dispelled by SEC Chairman 
Douglas’ favorable interpretation of §11, 
difficulties over TVA, and the per- 
sistence with which the administration 
pursues pet projects such as St. Law- 
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UTILITY VS. INDUSTRIAL STOCK AVERAGES 
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rence power and Passamaquoddy, still 
have a disturbing effect. 

The Standard Statistics’ index of 40 
utility stocks is composed of subgroups, 
the trends of which are indicated in the 
following table, with the industrial aver- 
age added for reference: 

1926 
Jan. Aver- 1929 Dee. 
1918 age High* 1938 
Holding companies 
(Elec., Gas, etc.) 23 100 468 44 
Operating companies 
(Elec., Gas, etc.) 50 100 338 81 
Telephone and 
Telegraph 68 100 232 108 
Traction, etc. 163 100 103 23 
Combined utility 
average 100 330 78 
Industrial average 53 100 219 i111 


*These are the record highs for the year. 
The chart reflects the highest monthly average. 


The utility average has shown no net 
gain since July, 1924, despite the huge in- 
crease in electric output over the past 
fourteen years. 


¥ 


SEC to Investigate Private 
Financing 


HE Securities and Exchange Com- 
mission, acting through the invest- 
ment banking section of the monopoly 
study (Temporary National Economic 
Committee), has announced that it will 
investigate private financing. Counsel 
for the Investment Banking Section have 
addressed a letter to 17 corporations 
which sold bond issues directly to large 
institutional investors, asking for infor- 
mation in respect to these transactions in 
1937 and 1938. Another letter has been 
sent to 69 financial houses for informa- 
tion concerning placements in which they 
participated as intermediaries between 
January 1, 1934, and December 31, 1938. 
While official figures are lacking, a 
summary of available data appeared in 
the last issue of the FortNIGHTLY. Ac- 
cording to an estimate by The New York 
Times, 31 per cent of all corporation 
financing was privately placed with in- 
stitutions in 1938, 23 per cent in 1937, 
9 per cent in 1936, and 10 per cent in 
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1935. Issues privately placed were about 
equally divided between industrials and 
utilities, and about three-quarters were 
refunding operations. 

It is reported that smaller banks and 
insurance companies feel that private 
placement of high-grade issues with large 
institutional investors deprives them of 
the opportunity to obtain blocks of prime 
bonds, and investment bankers are 
handicapped by losing this important 
business. The questionnaire included 
such a comprehensive list of questions, 
with requests for complete supporting 
exhibits, etc., that it may in itself prove 
a deterring factor in future transactions 
of this kind. 


> 


New “Over-counter”’ Asso- 
ciation Formed 


ENTATIVE plans for organization of 
the new Security Dealers’ Associa- 
tion of America, to be registered with the 
Securities and Exchange Commission 


under the Maloney Act, provide for divi- 
sion of over-counter security dealers into 
14 districts. Each district, it is assumed, 
will have rules and regulations pertaining 
to its specific locality, but will also be 
governed by a general set of rules appli- 
cable to the entire country. The purpose 
is to permit each district to provide rules 
for transactions peculiar to specific con- 
ditions in that district, and delegate to 
the central authority—the national asso- 
ciation—sufficient power for the coor- 
dination, enforcement, and administra- 
tion of rules that have national applica- 
tion. 

Following further consultation with 
the SEC, the Investment Bankers Con- 
ference, Inc., is expected to present the 
plan formally to its 1,700 members for 
approval and suggestions. At the same 
time, the SEC will notify the thousands 
of security dealers who are not affiliated 
with the conference organization. 

Complete details of the plan have not 
yet been revealed, but the old NRA in- 
vestment banking code, coupled with the 
new provisions of the Maloney Act, af- 
ford a broad idea of the aims and regula- 


232 





FINANCIAL NEWS AND COMMENT 


tions of the new association, it is said. 


# 


Columbia Gas Write-downs 
Approved 


HE Securities and Exchange Com- 

mission has conditionally approved 
the various proposals by Columbia Gas 
& Electric Corporation for readjusting 
its balance sheet accounts. The company 
is permitted to reduce its 12,304,282 
shares of no-par value common stock to 
a book value of $1 per share, compared 
with the former valuation of $194,349,- 
005. The write-off, amounting to $182,- 
044,723, is to be transferred to special 
capital surplus. 

The company also proposes to make 
write-downs on its books amounting to 
$60,635,496 to remove so-called “de- 
batable” items, principally in the invest- 
ment in subsidiaries. Of the adjustments 
proposed, $58,384,982 would be charged 
to the special capital surplus, reducing 
that item to $123,659,740, and the re- 
mainder to other accounts. In addition, 
the company proposes to set up certain 
reserves which, added to the write- 
downs, would make atotal of $71,050,297. 

The effect of the readjustments will 
be to remove alleged “impairment of 
capital” and to release current earnings 
for the payment of preferred and prefer- 
ence stock dividends without future ap- 
plication to the SEC. 

The SEC has approved payment of 
regular quarterly dividends on the three 
classes of preferred stock on February 
15th, and presumably such dividends can 
be paid in future without consulting the 
commission. However, permission must 
still be obtained to pay common divi- 
dends, unless after declaration of any 
such dividends the earned surplus since 
December 31, 1937, remains in excess of 
the aggregate of all accrued and unpaid 
dividends on preferred stocks, plus a 
sum of $1,627,175. The latter figure ap- 
parently represents the requirements for 
six quarterly dividends on all preferred 
stocks. 

Chairman Douglas of the SEC char- 
acterized the adjustments as a construc- 
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tive step. It was, he said, the first major 
undertaking under the Holding Company 
Act toward the elimination of various 
inflationary items in utility holding com- 
panies’ accounts in conformity with the 
conservative accounting standards con- 
templated by the act, and was a signifi- 
cant precedent. 

The changes must be ratified by stock- 
holders before becoming finally effective, 
— a meeting has been called for March 

th. 


y 


Corporate News 


ln Corporation reported net in- 
come of $8,501,991 for 1938, com- 
pared with $10,692,598 in 1937. No 
changes were made in the portfolio last 
year, but the company is considering im- 
portant changes in order to conform to 
the Utility Act and avoid classification 
as a holding company. Income was ef- 
fected to the extent of over $1,000,000 
by omission of Columbia Gas & Elec- 
tric Company dividends. Investments 
were written down from $581,285,157 
(less $350,000,000 reserve for deprecia- 
tion) to $144,528,214 on June 30th. 
These commitments had a market value 
of $153,457,481 on December 31st, last. 
The company held $10,552,325 cash 
against $5,649,779 a year previously. 


International Hydro-Electric System 
stockholders have been asked to approve 
a change in the company’s outstanding 
stock from 40,000,000 shares of 5-cent 
par value to 2,500,000 shares of 80-cent 
par value. The reduction in the number 
of common shares will result in an in- 
crease in the total voting power of the 
preferred and Class A shares, which are 
held largely by the public, from 2.45 per 
cent to 28.63 per cent of the total. The 
common shares, all of which are owned 
by the International Paper & Power 
Company, still would represent more 
than 70 per cent of the total voting 
power. The Class B shares of Interna- 
tional Hydro-Electric, all of which are 
owned by International Paper, have no 
voting rights. 
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What Is Holding Up 


Television? 


_ expects a great deal of tele- 
vision but, on the whole, knows 
very little about it—a situation which is 
probably the result of premature and ill- 
advised publicity. Few people, for in- 
stance, realize that there is only one city 
in the United States—Los Angeles— 
now broadcasting television programs 
regularly (just a few hours on week days 
—mostly evenings). A New York city 
station will go on the air with a similar 
regular television program set-up when 
the World’s Fair opens in that city on 
April 30th. All other outstanding televi- 
sion broadcasting licensees—and precious 
few there are of them so far—operate 
on an irregular basis for purely experi- 
mental purposes. Other regular pro- 
grams are expected to follow, of course, 
in the near future, as soon as enough 
receiving sets get into distribution to 
make such programs worth while. 

Just the same the still new year of 1939 
promises to be a historical one in the 
history of television in the United States. 
For this reason it was made the subject 
of an interesting and comprehensive 
study written in popular style and pub- 
lished as a special supplement in the De- 
cember 31st issue of Business Week. It 
was prepared with the assistance of 
Donald G. Fink, managing editor of 
Electronics. 

From this supplement we learn that, 
technically, television is ready to go on 
the air as soon as other problems—eco- 
nomic and regulatory—can be solved. 
The images which television can now 
flash through the air are not perfect by 
any means. They can be roughly com- 
pared to the clarity of a mediocre half- 
tone engraving reproduced on ordinary 
calendared paper. However, as one radio 
network executive is quoted in the Busi- 
ness Week article: “The technical prob- 
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lem of television can be considered 
solved. If the programs are half as good 
as the pictures, we shall have little to 
worry about except meeting the de- 
mand.” 

Before getting into the technical and 
financial problems of television pro- 
grams, however, the Business Week 
article reviews a few of the physical 
limitations and financial problems of tele- 
vision broadcasting itself. First of all, 
there is the limited scope of the television 
area. This is because the ultra short 
waves, which must be used in television 
(why they must be used is explained 
later ) do not bend to follow the curvature 
of the earth as do the longer waves which 
are used in present-day sound broad- 
casting. The receiving orbit of a tele- 
vision broadcaster is roughly about the 
size of the horizon which you could see 
with a good field glass if you were to 
climb up to an observation post at the 
top of the television transmitter. This 
means that the higher the transmitting 
tower the more widespread the recep- 
tion area. 


UT even using the very highest 
building in the United States—the 
Empire State building in New York city 
from which NBC will send out its televi- 
sion program when the World’s Fair 
opens—will merely project the program 
to a receiving circle having a radius of 
about 45 miles. The quality of the re- 
ception within this circle is proportionate 
to the distance from the television tower. 
For the commercial advertiser—to 
whom television in the United States 
looks ,for ultimate financial support— 
this restriction is an important consid- 
eration. While there are a number of 
pretty tall skyscrapers in New York city 
(Columbia Broadcasting System has al- 
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ready preempted the second highest, the 
Chrysler building) and a few high 
points in other cities, the average Amer- 
ican city of over 100,000 does not have 
a building in it which would allow the 
erection of an antenna for television 
broadcasting much over 400 feet high. 
At this altitude, television can reach only 
the surrounding area within a radius of 
about 25 miles. 

Of course, even with this restriction 
the potential market of television recep- 
tion is substantial. We have 96 cities in 
the United States of over 100,000 popu- 
lation. If a 25-mile circle were drawn 
around each of these you would find 
within that area only 6 per cent of the 
United States, territorially speaking, but 
over 50 per cent of the population, and an 
even greater proportion of the nation’s 
buying power. So the Business Week 
article reasonably concludes that there is 
a stake here which commands the inter- 
est of the commercial advertiser. That 
assumes that sufficiently interesting pro- 


grams at reasonable production cost can 
be assured so that a sufficient number of 
receiving sets could be sold as a natural 
consequence. 

The receiving set itself does not seem 
very expensive when the marvel of its 
function is given just consideration. One 
reason why 1939 promises to be a criti- 
cal year for television is the fact that 
these receiving sets are already on the 
market, even though you would have to 
live in New York city or Los Angeles to 
get anyregular use from them. The prices 
range from $100 to $1,000. This would 
give you in television a quality of recep- 
tion corresponding to regular sound 
broadcasting receiving sets ranging from 
$25 to $250. The difference in price is 
reflected principally in the size of the 
receiving set screen. Thus a $400 model 
produces pictures 8 x 10 inches, whereas 
a $125 model reproduces a picture a little 
less than the size of a postal card. This 
size of screen in turn reflects the cost of 
the most expensive unit—the cathode ray 
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tube which contains the whole secret of 
television broadcasting and receiving. 


ie regulatory problem of television 
is not acute at this early stage, for 
the obvious reason that so few television 
broadcasters have taken or threaten to 
take to the air. But if television once 
catches on, the FCC, which has the re- 
sponsibility of allocating the available 
frequencies of the radio spectrum, well 
knows that there will be plenty of head- 
aches when the gold rush starts on the 
frequencies between 40,000 and 110,000 
kilocycles. That is the “television band,” 
or portion of the radio spectrum, which 
has been reserved for television. 

The technical reasons for this reserved 
band, which is on the extreme or ultra 
short end of the radio spectrum, is the 
terrific demand for speed which televi- 
sion makes upon radio transmission. 
The Business Week article explains this 
rather cleverly. It points out that the 
ordinary square inch on a half-tone en- 
graving used in regular printing consists 
of from 3,000 to 15,000 raised metal dots 
depending on how fine or coarse the 
“screen” used in the photo-engraving. 
Thus a regular 60-screen newspaper 
half-tone which would reproduce a pic- 
ture 9 x 7 inches would contain about 
200,000 dots. 

In television each one of these 200,000 
dots must be individually transferred 
by electric impulse so as to reproduce the 
entire picture on the receiving end. Fur- 
ther than that, 30 of these entire pictures 
must be sent per second if the illusion of 
continuity is to be established. This, of 
course, follows the well-known motion 
picture technique (which is faithfully 
copied in television transmission) of ex- 
hibiting 30 still pictures (or “frames,” 
as they are technically called) in rapid 
succession so that it appears to the naked 
eye as living action on the screen. 

So, then, the job of television trans- 
mission is to send every second 30 of 
these complete pictures of 200,000 dots 
each. This figures out at 6,000,000 im- 
pulses per second! Ordinary communi- 
cation circuits are incapable of handling 
the impulses at that phenomenal rate of 
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speed. The regular telephone wire, for 
example, quits cold when the going gets 
faster than 30,000 cycles per second, 
That is why it takes ten minutes to send 
a common 9 x 7 newspaper photograph 
over a telephone wire in ordinary wire 
photo practice now used by the press, 


1. hunger for speed and more 
speed in transmission of television 
brings us to the explanation of why tele- 
vision is forced to take the extreme ultra 
short-wave end of the radio spectrum. It 
is because only here are found usable 
carrier waves. And even then a single 
broadcasting station—that is to say, a 
single program—requires the use of a 
band 6,000 kilocycles wide. That is why 
the FCC sometime ago broke up the tele- 
vision band into 7 channels. This means 
that only 7 television stations can operate 
within the same 100-mile area without 
interference. 

Some idea of the speed with which the 
television program travels can be gained 
from a statement in the Business Week 
article that the television “scanning” 
beam travels at the rate of 24 miles per 
second, yet changes its intensity every 
one-fiftieth of an inch so as to recreate 
details of the image. 

Also, before coming to program eco- 
nomics, there is the expense of transmis- 
sion. At present prices, the equipment 
alone for television broadcasting would 
cost not less than $150,000, and this 
would take no account of the expense of 
a transmitter site, studio space, special 
lighting, and other incidentals. Small 
wonder that only the larger corporations, 
which can draw upon reserves from es- 
tablished connections with the sound 
broadcasting industry, have been able to 
embark in this expensive field, even on 
an experimental basis. 

So far, also, all television licenses 
granted by the FCC have been on an ex- 
perimental basis. That is to say that 
these licensees are now forbidden to sell 
time to commercial advertisers. That 
problem will come later when enough 
sets have been sold to entice commercial 
advertisers into the television field. The 
FCC will doubtless make provisions for 
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BREWSTER’S (?) MILLIONS 


issuing and regulating commercial tele- 
vision broadcasting licenses. 

It is interesting to note that the Radio 
Manufacturers Association, which has 
been in operation for nearly five years, 
has succeeded in getting the various radio 
manufacturers who are dipping a timid 


toe into the pool of television receiving 
set manufacture to agree on standards. 
This was absolutely essential because the 
television receiving set must be synchro- 
nized so minutely with the television 
transmitter that this necessity for pre- 
cise coordination has often been com- 


237 FEB. 16, 1939 





PUBLIC UTILITIES FORTNIGHTLY 


pared to a lock and a key. By the same 
token, of course, it imposes considerable 
responsibility upon the Radio Manufac- 
turers Association because any departure 
or change from the established standards 
of transmission would junk public invest- 
ment in receiving sets overnight. It is 
not at all like sound broadcast receiving 
sets in this respect, because the old sound 
radio sets of the 1920 earphone era can 
still be used satisfactorily. 


HUS, all manufacturers have agreed 

to market a receiving set which will 
be capable of receiving the 7 different 
television channels, as segregated by the 
FCC. And what is perhaps more im- 
portant, there has been set up a “frozen” 
standard of 441 lines to the “frame.” 
This in itself is a responsible undertak- 
ing. It is something like an agreement by 
all engravers and publishers to make and 
use only a standard half-tone of 60-line 
screen. 

Maybe some day the public will be 
dissatisfied with the coarseness of this 
image after the sheer novelty of televi- 
sion wears off. And maybe the improve- 
ment in the television art will be able to 
give the public a finer, clearer image. But 
any departure from this standard would 
cause a confusion that would be akin to 
an attempt of railroad operators at this 
late date to depart from the standard 
gauge adopted years ago in the width of 
railroad track. 

The Business Week article states on 
this point: 

The industry’s uneasiness about stand- 
ards stems from experience in other fields 
of endeavor. When the dimensions of rail- 
road track were standardized in 1840, the 
values chosen seemed right and proper at the 
time. But for fifty years since there has 
been continual carping. In television the 
same situation is inevitable. No matter how 
reasonable the standards seem now, some 
day they will seem less than perfect, and 
whoever sets the standards today will take 
the blame tomorrow. The members of the 
RMA committee seem resigned to this fate; 
at least, they have revealed their hand. But 
the FCC desires not to be in this situation, 
at least not until it can’t be escaped. Hence 
the silence on standards. 

Eventually, some decision must be made, 
and from the industry’s standpoint the 
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sooner it comes the better. It is hard to see 
how commercial licenses can be granted to 
television broadcasters without some re- 
quirement concerning the standards of 
transmission which must be maintained to 
protect the public investment. The stand- 
ards, once set, might conceivably be changed 
without dislocating the whole structure of 
the television service, especially if the early 
sets are built with this possibility in mind, 
But a change of standards involves incon- 
venience to the public at best, and complete 
obsolescence of equipment at worst, and it 
seems likely that changes cannot be tolerated, 


From the advertiser’s standpoint, 
probably the biggest question mark of 
television as a commercial medium is the 
psychological effect of sight-plus-sound 
broadcasts. 


ERTAIN field tests indicate that pub- 
lic reaction to this type of combined 
presentation is three times as intense as 
the average reaction to an ordinary 
sound program. But there is also the 
concurrent responsibility of keeping the 
entertainment. value on a high level. In 
plain words, visualized advertising has 
got to be good because television de- 
mands the undivided attention of an au- 
dience. Slovenly and mediocre programs 
which are tolerated on sound radio 
would probably cause active resentment 
if they were presented in the form which 
would literally waste the time of an 
audience. 

Incidentally, television programs will 
probably be restricted to three or four 
hours a day, at least during the early 
phase of broadcast development. This is 
based on a theory that that is the maxi- 
mum period upon which you can count 
on getting the concentrated attention of 
a profitable-sized audience. Most peo- 
ple have other things to do in this work- 
aday world besides sitting in front of a 
screen all day or all night. But there fol- 
lows from this very fact an astute con- 
clusion made in the Business Week arti- 
cle: “Advertising that can hold that kind 
of attention should go places in the new 
medium.” 

The problem of making television en- 
tertaining invariably runs into the ques- 
tion of program cost. And a conserva- 
tive advertiser would ordinarily budget 


238 











WHAT OTHERS THINK 











Pee 
BET: YOU 
FORGOT WE 
KAD THESE 
IN THE 








Washington Daily News 


MAMA’S LITTLE HELPER! 


the amount of money he is willing to 
spend on a television program on the 
orthodox basis of the available audience 
that can be reached. If most advertisers 
feel this way about it, the infant indus- 
try may run into a vicious circle. People 
won't buy sets because programs are not 
entertaining and advertisers will not pay 
to make programs entertaining because 
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people have not bought enough sets to 
give the program a profitable distribu- 
tion. 

Fortunately, as the history of sound 
radio broadcasting would indicate, there 
is considerable pioneering spirit in the 
American advertiser—especially if he 
scents the possibility of eventually hit- 
ting a real jack pot when television gets 
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over the trying period of establishment 
as a commercial enterprise. 


F. peagn to the Business Week arti- 
cle, the cost of television service in 
England has been around $2,750 an hour 
under government auspices. That, of 
course, is “operating expense” as dis- 
tinguished from the capital expenditures 
of setting up the transmitting station al- 
ready mentioned. Possibly that cost could 
be cut to about $2,000 an hour under 
American standards of efficiency. If 
such a program could reach as many as 
400,000 families, television certainly 
would be a desirable advertising medium, 
since this would figure out at one-half 
cent per family per hour which compares 
with the average cost to sponsors of 
sound broadcasting over major stations. 

Nobody knows, of course, how many 
receiving sets will be sold in 1939. In 
the New York city area where the sales 
effort will be principally concentrated, 
the editor of Radio Retailing has esti- 
mated that sales will average between 
20,000 and 30,000 sets. Other estimates 
run up as high as a hundred thousand. 
Needless to say, these sales will be 
watched with interest by advertising cir- 
cles. 

It is certain that if 30,000 televi- 
sion receiving sets or anywhere near that 
figure are operating in the New York city 
area by this time next year, advertisers 
won’t need to be convinced that a new 
medium has arrived. Clamors certainly 
would be going up from other large 
metropolitan areas, such as Chicago, 
Philadelphia, Cleveland, Detroit, Balti- 
more, and Washington, for the estab- 
lishment of local television broadcasts. 

But getting back to programs, the 
Business Week article tells us that an 
average movie lasting ninety minutes 
costs around $300,000. This would indi- 
cate that television cannot afford in the 
beginning program material of the type 
produced in Hollywood because it would 
require at least 100 television stations, 
each with a half-million or so families, 
to make it financially practicable to put 
out such money to make such an invest- 
ment for a single hour’s entertainment. 
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|B jyeorsie when and if a hundred 
stations with a half-million families 
are set up all over the United States, the 
moving picture industry will be drafted 
and possibly subordinated to the position 
of a program service for television 
broadcasting. But that seems at least ten 
years away, and in the meantime Holly. 
wood will probably continue to make its 
own films and exhibit them at a fee per 
head in the usual fashion without fear of 
program competition from the new in- 
dustry. Already Hollywood moguls have 
shown that they recognize the possibility 
of the inevitable tie-in between film pro- 
duction and television. This is shown by 
the active financial interest which certain 
Hollywood executives have already 
taken in television experiments. 

Viewing the matter in this light, the 
technical committee of the Academy of 
Motion Picture Arts and Sciences, in its 
annual report for 1938, says the threat 
to the film industry “is remote” and that 
when television grows big it is much 
more likely to be a customer than a com- 
petitor. 

For technical reasons, the moving pic- 
ture film is quite likely to dominate at 
least the early history of television 
broadcasting as a program device. First 
of all, television programs obviously 
cannot be broadcast simultaneously on a 
network basis by relays via telephone 
wire as the National Broadcasting Com- 
pany does now with sound radio broad- 
casting. The telephone industry has de- 
veloped a “coaxial cable” which may be 
able to do this job in the future, but it is 
very expensive—much too expensive for 
an infant industry to patronize. Besides, 
the Bell System has plenty of work for 
the coaxial cable right in its own tele- 
phone business. 

Maybe valuable experiments being 
conducted by Dr. Vladimir Zworykin, 
the RCA television wizard, and Major 
Edwin H. Armstrong of Columbia Uni- 
versity (each pursuing separate chan- 
nels of approach) will overcome the 25- 
to 50-mile limitation of television trans- 
mission. But until something happens 
along this line, the old-fashioned can of 
film seems about the most available way 
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the same program can be simultaneously 
exhibited on the television screen in dif- 
ferent parts of the country. 

Again, the movie film can be edited. 
Bad program mistakes can be corrected 
by “retakes.” This flexibility is on 
mean advantage. 

In short, the movie film promises to be 
much more of a crutch to television than 
even the phonograph has been for sound 
radio broadcasting. 


| gas in the broadcasting of spot news 
events, such as football games or 
impressive ceremonial functions, the 
movie news camera, by reason of its mo- 
bility and accuracy, promises to perform 
the duty of “reporter” for the television 
studio. While it is still in its infancy, 
probably neither the moving picture in- 
dustry nor the operators of other forms 
of paid admission entertainment (such 
as ball parks, opera houses, etc.) are 
likely to deny admission to the television 
camera. 

Indeed, right now the moving picture, 


with its warehouse shelves loaded up 
with Class B and old-time films which 
are no longer marketable at regular ex- 
hibition prices, would be glad to unload, 
possibly at bargain prices, such surplus 
film for use in television programs. 
Needless to say, the new industry would 
not long be satisfied with such cast-off 
clothing. 

And when and if the sale of television 
receiving sets passes the half-million 
mark and the competition for an audi- 
ence—principally during the evening 
hours—begins to be felt, there will come 
an inevitable show-down. Television 
then will either have to fight the estab- 
lished forms of entertainment by paying 
for the production of its own programs, 
or hire the established media at fancy 
prices as servants of a new art. That is 
probably the biggest problem which 
American television will have to face 
after its birth year in 1939. 

—F. X. W. 
Business WEEK Reports TO EXECUTIVES ON 
—1939—TeELeEvision YEAR. Business Week. 
December 31, 1938. 





A Hopeful Outlook 


¢ ‘W: are living in private property economy, and no major 
political party is even suggesting its abandonment. It 
has its imperfections, and it is possible of improvement and 
greater usefulness, but as a whole it is the best yet evolved by 
man. But to make it work over a period we must live within our 
incomes. Social and cultural advances are possible only as the 
economic processes can support them. Taxes are now too high 
in relation to our income. Further increases will slow down the 
production and distribution of goods and services. Less public 
spending and more private production are quite possible and 
quite practical. We must begin to reduce our debts and reduce 
our taxes. America is young, not old and tired like some of the 
Old World countries. Our people are venturesome. They want 
to buy everything under the sun. They believe in the American 
private property economy. The spiral of greater production is 
now upward again, and short of a European war or an economic 

folly of our own making, we should find our way out.” 

—F.toyp L. CARLISLE, 

Chairman of the Board, Consolidated Edison 

Company of New York, Inc. 
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Commonwealth & Southern — 
TVA Agreement Brings Hope 


Some utility leaders were predicting a major 
improvement in business as a result of the 
seemingly amicable settlement of the 6-year 
fight between the private utilities and the na- 
tional administration over the Tennessee Val- 
ley Authority. 

The TVA agreement of February 4th with 
Wendell L. Willkie, president of the Common- 
wealth & Southern Corporation to buy the 
Tennessee Electric Power Company’s electric 
properties for about $80,000,000 was character- 
ized by some utility executives as “capitula- 
tion” on the part of the administration. 

Such “capitulation”—and the characteriza- 
tion was said to be based not only on the 
amount, reputedly only $1,000,000 under Mr. 
Willkie’s previous offer and comparing with 
TVA’s offer last spring of $55,000,000, but on 
principles accepted in the price jump—is likely 
to launch the long-pent-up utility spending 
programs, these executives hold. 

Mr. Willkie himself, who voiced pessimism 
concerning the business outlook only a few 
weeks ago and predicted less utility spending 
in 1939 than last year, now was said to believe 
that the settlement with the TVA is likely to 
stimulate not less than $1,000,000,000 capital 
outlay a year for the next three or four years 
—more than double the 1938 figure. 

Such spending would involve large orders 
for electric generating equipment, with busi- 
ness going to such companies as General Elec- 
tric, Westinghouse, and Allis-Chalmers. It 
would also have very broad effects on other 
phases of the heavy industry field. It would 
stimulate production by copper mines, increase 
railroad traffic, with resultant purchases of 
rolling stock, and influence many other lines 
of business. 


The March of 
Events 


Annual Reports of FPC, REA 


O N February 5th the annual reports of both 
the FPC and REA to Congress were 
made public. The REA reported that 70,000 
miles of REA-financed lines were in service in 
43 states at the end of 1938, and that only 5 
per cent of its loans had gone to private utility 
companies. The report contained an REA com- 
plaint against “Spiteline” building by private 
companies. 

The FPC report was more or less a routine 
recital of its activities under its increased con- 
gressional jurisdiction. This included the ad- 
ministration of the new Natural Gas Act and 
the supervision of wholesale rate schedules for 
the Bonneville and Fort Peck dams. The FPC 
had previously released a public report (Janu- 
ary 22nd) on the cost of electricity to residen- 
tial consumers in major American cities. Ac- 
cording to this survey the average cost ranged 
from $2.12 to $6.25 for 100 kwh. 

The commission emphasized that there 
were many factors entering into the varying 
charges and said it had made no attempt to 
determine the reasonableness of any rates. It 
reported a downward trend in power costs. 


Nationalization of Utilities 
Decreed 


Coes nationalization of public utilities 
in Turkey by immediate repurchase of 
foreign concessions was decreed recently by 
the Turkish government. 

The new policy affected French, German, 
Italian, and Belgian concerns operating street 
car, subway, and gas-lighting services at Istan- 
bul, electric power and water systems of 
Smyrna, and electric supply stations in Brussa 
and Anatolia. 


Arizona 


Pact Ratification Proposed 


 ggpegpeienen of the Santa Fe compact, with 
a reservation that Arizona receive the 
water it is entitled to, and a new agreement 
between Arizona, California, and Nevada for 
allocation of Colorado river waters to the 
lower basin states were proposed to the 14th 
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state legislature recently in a bill introduced 
by Senator W. E. Patterson of Yavapai 
county. 

The senator also submitted a memorial to 
Congress urging the national lawmaking body 
to “deny and reject” any amendment to the 
Boulder Canyon Project Act providing for “an 
adjustment or readjustment of rates, prices, 
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or charges for electrical energy or revising 
the present fiscal set-up of the Boulder dam 
development.” : } 

The compact bill, which was subject to the 
approval of Governor Bob Jones as well as of 
Governors Culbert L. Olson of California and 


E. P. Carville of Nevada, states in the pre- 
amble of the proposed agreement that the 
three states desire to enter into a compact 
“under the act of Congress, approved Decem- 
ber 21, 1928.” That congressional act is called 
“the Boulder Canyon Project Act.” 


Arkansas 


Hydro Projects Studied 


HE state utilities commission was set up 
Si January 23rd as the codrdinating 
agency for the collection of data on proposed 
hydroelectric power development in the White 
river valley. Data would be submitted to the 
War Department this month. 

Approximately 20 state and city officials, 
meeting in the utilities commission offices at 
the request of Governor Bailey, were assigned 
yarious topics on which to gather information. 
The officials were to submit the information 
at a meeting on February 6th. 

A report of the data would be given Lt. 
Colonel S. L. Scott, district engineer at Little 
Rock, by February 15th. The War Depart- 
ment will use the report as a basis for recom- 
mendations to President Roosevelt and Con- 
gress on the proposed projects. 

Chairman Thomas Fitzhugh of the state 
utilities commission said the data would be 
used to support requests for Federal aid in 
construction of dams at Wildcat Shoals, near 
Cotter; Lone Rock dam on Buffalo river; 


Table Rock dam near Branson, Mo.; and the 
North Fork dam on the North fork of White 
river. 

Several proposals have been advanced for 
development of the White river area. Con- 
gressman Clyde Ellis of Bentonville, with the 
support of the public power bloc, has intro- 
duced in Congress a bill to create a White 
River Authority in Arkansas and Missouri. A 
group of members of the state legislature was 
said to be preparing a bill to provide for crea- 
tion of a “miniature TVA” for Arkansas. The 
bill probably would propose an Arkansas 
Power Authority to have jurisdiction over 


‘power and its development. The bill would be 


in the nature of an enabling act which would 
permit the state to codperate with the Federal 
government in power development. 

Ellis said such an authority would be ad- 
ministered by a 3-member board with author- 
ity to construct in Arkansas and Missouri 10 
major “flood control-navigation-power dams, 
and 19 smaller one and 6 locks as located by the 
chief of United States Army Engineers” in a 
report to the 73rd Congress. 


California 


Labor Favors Power Plan 


) ee union representatives supporting a re- 
newed move to bring about municipal 
distribution of Hetch Hetchy power recently 
said they —- the $55,000,000 Plan Eight, 


proposed by the public utilities commission of 
San Francisco, to the $25,000,000 plan proposed 
by A. P. Wagner and Supervisor McSheehy. 

The expression of preference followed a 
meeting in the utilities commission assembly 
hall at which Plan Eight was discussed. Plan 
Eight was explained by Paul J. Ost, chief elec- 
trical engineer of the commission, and Utilities 
Manager Cahill. City Attorney O’Toole 
backed the commission’s plan. 


Cahill told the gathering that his distribu- 
tion plan would earn for the city $4,575,000 to 
$4,861,000 per year. He revealed that “the pub- 
lic utilities commission raised $4,500 to finance 
the last power distribution campaign.” 

Federal Judge Roche on January 16th 
granted the city a delay until March 27th be- 
fore making effective his injunction forbidding 
the “agency” delivery of Hetch Hetchy power 
to the Pacific Gas and Electric Company. The 
city collects $2,200,000 a year for the power. 

Robert M. Searls, special counsel for the 
city, pleaded for a suspension of the injunc- 
tion until after the U. S. Circuit Court of Ap- 
peals passed on the case. Searls said the city 
has until March 10th to file its first brief. 


Colorado 


Rate Reduction Deadlocked 


Bends officials and the Public Service Com- 
pany of Colorado were deadlocked last 
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month on the question of electric rate reduc- 
tions for Denver, with the city demanding a 
20 per cent slash, the company willing to give 
16 per cent, and prospects bright that a com- 
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promise would be reached on an 18 per cent 


cut. 
Mayor Benjamin F, Stapleton and Guy W. 


Faller, vice president and general manager of 
the Public Service Company, held a con- 


ference on January 23rd without arriving at 
any agreement. Both declined to discuss the 
rate situation, but in other quarters it was re- 


ported hopeful that a mutually satisfactory 


compromise would be reached. 

In connection with proposed rate reductions, 
it was known the company was desirous of 
simplifying its domestic rate structure by 
eliminating its present No. 1 and No. 2 rates 
and substituting one rate for them. The No. 


1 rate is 6 cents per kilowatt hour for the 


first 40 kilowatt hours and 5 cents for each 
one over 40. The No. 2 rate, known as a 


“room rate,” was for the larger domestj 
users. It is $1.50 for the first four rooms ~ 
3 cents per kilowatt hour for current used, 

The company, according to recent reports 
had proposed a straight 5 cents a kilowatt 
hour maximum for domestic service, gradu. 
ating this rate down to 23 cents for the largest 
users. It also was reported that the company 
was ready to cut the 90-cent monthly minimum 
charge to 72 cents—a reduction which would 
benefit 15 per cent of the consumers who are 
in the smaller-user class. Fifty-two per cent 
of the company’s customers use less than 4) 
kilowatt hours a month, it was said. 

In addition to the two domestic rates, the 
company has two commercial rates—No, 5 
and No. 6—which were said to have been dis- 
cussed in conferences with city officials, 


¥ 


District of Columbia 


Submits New Schedule 


ESIDENTIAL consumers of electricity will 
receive $141,503 of this year’s total re- 
duction of $393,986 in Potomac Electric Power 
Company rates. At a public hearing held last 
month on the annual rate revision, under the 
sliding scale, the power company wished to 
apply the entire reduction to Commercial 
Schedule E, which would have restricted 
benefits almost entirely to apartment house 


owners in a certain section of the city. The 
power company was directed to revise its 
proposal and on January 30th submitted a 
new one, 

The new domestic rates will be 3.9 cents 
each for the first 46 kilowatt hours consumed 
monthly; 1.7 cents for the next 80 kilowatt 
hours; 1.5 cents for all over 126. 

The remainder of the reduction, $252,483, 
would go to the apartment building owners 
under Schedule E. 


Florida 


Power Cut Delayed 


PUBLIC hearing on the possibility of fur- 
ther reductions in electric rates was post- 
poned recently from January 30th to March 
2nd by the Miami city commission at the re- 
quest of William Preston, attorney for the 
Florida Power & Light Company. 
The 30-day extension was granted to allow 
the company to prepare its case, and Preston 
promised no additional time would be re- 


quested and that the company would be “ready 
to begin” March 2nd. Rate Consultant 
Thomas E. Grady recommended a three 
weeks’ extension, with an additional week, if 
necessary, but the commission granted the flat 
thirty days. 

Grady was voted $250 a week, on a week-to- 
week basis, for employment of additional help 
to man the recently created bureau to advise 
electric consumers regarding their refunds due 
under court order from the power company. 


Georgia 
WPA Asked to Survey Utilities 


Wyo state public service commission re- 
cently announced plans to obtain new, 
complete, and up-to-date inventories of all 
electric utilities operating in Georgia. Chair- 


man Walter McDonald said the commission 
had applied to the Works Progress Adminis- 
tration for a grant of $300,915 to carry on the 
work, which he said would require two years. 
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The largest company to be inventoried is 
the Georgia Power, which, according to the 
last inventory, has a value of $175,000,000 for 
rate-making purposes. 

Chairman McDonald said the inventory 
would be compiled under the direction of the 
commission and its engineers, adding that 
when completed the companies would be re- 
quired to keep it up to date by reporting 
promptly on all additions to their properties, 
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as well as the elimination of properties aban- 
doned. The chairman said: 

“For many years, lack of current data con- 
cerning the location, extent, and character of 
physical properties of electric utilities in 
Georgia has greatly hindered the efficient 
functioning of the public service commission. 
The cost of obtaining this information is so 


great that, lacking outside financial assist- 
ance, it would be impracticable to finance this 
work. The initiating of the work as a WPA 
project will selve the financial question and 
will furnish the public service commission 
with highly important information. The com- 
pleted inventory can be kept up to date at a 
relatively small cost.” 


Indiana 


Tax Bill Amended 


MENDED to save it from the governor’s 

veto, the house bill to exempt municipal 
utilities from taxation was advanced to third 
reading in the Indiana house of representa- 
tives on January 26th. A similar bill already 
had been passed by the senate, but the senate 
recalled it on January 26th when it was learned 
the measure would relieve the utilities of state 


gross income tax payments. It was to be re- 
considered for amendments. 

Governor M. Clifford Townsend informed 
advocates of the measure he would veto it in 
the absence of an amendment requiring that the 
municipally owned utilities pay gross income 
tax, and such an amendment was adopted. 
Another amendment extended the same tax 
exemption to property of the state rural Elec- 
trification Membership of Corporation. 


Kansas 


Municipal Tax Proposal 
Submitted 


| * gpteeygeeien yy Relihan, of Smith county, 
last month presented a proposal in the 
house which would place municipally owned 
public utilities on the general tax rolls for 
state and county levies. If approved the pro- 
posal would be submitted to the voters for 
— ratification in the general election of 


Under existing conditions municipally 
owned public utilities are exempted from all 
forms of taxation. In many instances cities 
have installed their own utilities after having 
previously been. served by privately owned 


companies. This, Relihan pointed out, has 
taken many millions of dollars worth of 
property off the tax rolls and the burden has 
been passed along to private property owners. 

One of the major complaints, Relihan ex- 
plained, is the tendency of cities to divert 
revenues from their public utilities tc pur- 
poses other than plant operation. 

The proposal which Relihan presented to 
the house would make publicly owned utilities 
subject to general taxes for state and county 
expense in the same manner that taxes are 
now levied against the privately owned 
property. The proposed amendment to the 
state Constitution would cover all classes of 
public utilities, such as light, power, gas, heat, 
and water plants. 


¥ 
Michigan 


Ouster Battle Flares 


PEN warfare was reported to have flared 
last month between Republican Gover- 
nor Fitzgerald and Paul H. Todd, Demo- 
cratic chairman of the holdover state public 
utilities commission. Governor Fitzgerald 
said that “if the legislature does not pass a 
bill to abolish the present commission, and get 
tid of Todd, I will remove him twelve hours 
after the legislature adjourns.” Todd said he 
still would not resign. 
The feud was said to have originated in two 
controversies. Todd’s refusal to resign, at 
the governor’s suggestion, precipitated one 


clash. His opposition to the governor’s de- 
sire to cut $45,000 a year from state commis- 
sion payrolls brought the climax. Todd said 
no drastic cut could be made in the payrolls 
of the commission without causing the tax- 
payers of Michigan far more loss than they 
will save in taxes, 

Governor Fitzgerald charged that Todd has 
not worked two days a month in his office 
since he became a commissioner, stating that 
“no man is worth $14,000 for 48 days’ work, 
particularly as chairman of a commission.” 
Todd and other members of the commission 
each get a salary of $7,000 a year. Todd has 
been on the job approximately two years. 
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On only one point did Todd and the gover- 
nor agree. That involved the legal fact that 
Todd’s appointment has been confirmed in the 
senate and that Governor Fitzgerald cannot 


remove him while the legislature is in session, 
Todd’s term expires June 13th. The governor 
said he would ask the State Administrative 
Board for a complete commission audit. 


Missouri 


Investigate Political Activities 


| gf pee veges Attorney David A. Dyer of St. 
Charles county recently told a St. Louis 
Post-Dispatch reporter that he had written to 
Attorney General Roy McKittrick, asking the 
attorney general to codperate with him in in- 
vestigating political activities of the Union 
Electric Company of Missouri in that county. 

Dyer said he would wait to hear from Mc- 
Kittrick before deciding on any definite ac- 
tion to be taken by the county prosecutor’s 
office. 

The Post-Dispatch claims that a violation 
of the State Corrupt Practices Act was in- 


dicated by statements of a St. Charles at- 
torney, William Waye, Jr., (said to be repre- 
senting the utility company) that he con- 
tributed to campaign funds of individual can- 
didates for municipal offices in 1937 and 1938, 
He said the company reimbursed him for the 
contribution. 

Attorney General McKittrick said he ex- 
pected to confer with Dyer when he came to 
St. Louis, probably the latter part of January, 
to begin his inquiry into crime and law en- 
forcement conditions in the city. He said 
earlier that he would seek to confer with 
Dyer as to possible action concerning viola- 
tions of the Corrupt Practices Act. 


Nebraska 


Utility Quits Deal 


HE Iowa-Nebraska Power Company, a 

subsidiary of the United Light and Power 
Company, on January 24th announced that it 
had withdrawn “entirely” from its agreement 
with the Nebraska Tri-County and Loup Pub- 
lic Power districts for the saie of electric 
properties to the power districts for $20,195,- 
591. The proposed transfer of utility proper- 
ties from private to public ownership, 
heralded as one of the most ambitious under- 
takings of its kind, had received the approval 
of the Federai Power Commission on Decem- 
ber 27th last. 

In announcing the termination of the agree- 
ment, the private company said the cause of 
it was the inability of the Nebraska power 
authorities immediately to finance the pur- 
chase of the properties. 

Whether the setback means the end of 
Nebraska’s statewide public power program 
was said to be problematical, for representa- 
tives of the public districts recently indicated 
that they were not prepared to give up the 


undertaking without seeking other means of 
making it a success, 

The next step, it was said, would depend, 
to a large extent, on the type of legislation 
that is finally adopted by Nebraska on the 
question of taxes and rate control over the 
public districts. The power projects had con- 
tracted to sell revenue bonds to the Banca- 
merica-Blair Corporation to finance the pur- 
chase of the private properties. The issues 
were to mature serially from 1939 to 1968, 
carrying interest rates of from 34 to 4 per 
cent. 

Senator Norris of Nebraska said that 
“propaganda of private power companies” 
had frightened away financing of the $20,000,- 
000 purchase of private utilities in Nebraska 
by publicly owned projects. 

Meanwhile district officials of the Platte 
Valley Public Power and Irrigation District 
announced they were asking J. D. Ross, Seat- 
tle expert, to reappraise Northwestern Public 
Service properties, because of recent rate re- 
ductions announced for North Platte by the 
private utility. 


New York 


Power Authority Assails 
Chamber 


TS Power Authority of the State of New 
York, in a special interim report sub- 
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mitted to the governor and the legislature on 
January 23rd, bitterly assailed the recent pro- 
posal of the state chamber of commerce that 
the authority be abolished by repeal of the 
1931 act which set it up. 


The report contended that “the private 
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wer interests, which have persistently 
thwarted the Power Authority’s efforts to ad- 
yance the state’s St. Lawrence power proj- 
ect” were openly, through the chamber of 
commerce, “renewing their attempt to pre- 
pare the way for the exploitation of the 
state’s water power resources.” 

It charged that the Chamber of Com- 
merce Committee on Internal Trade and Im- 
provements, sponsor of the resolution urging 
repeal of the Power Authority Act, was 
“dominated by Niagara Hudson interests,” 
adding : ; 

“Through ownership of the Frontier Cor- 
poration, these interests concentrate in their 
hands the private claims to the development 
of the people’s St. Lawrence water power re- 
sources. If they can block public develop- 
ment they can again hope that their political 
influence will be sufficient to achieve what they 
failed to achieve in the 1922 to 1931 period— 
alicense for private exploitation of this great 
public resource.” 

The report held that the “array of financial 
interests, seeking repeal of the act in order 
to open the way to a renewed raid on the 
state’s water power, is a striking contrast 
with the great popular organizations support- 
ing the Power Authority Act.” 

The water power issue was subsequently 
brought up in the state legislature as one of 


> 


OF EVENTS 


a half-dozen measures sponsored by Governor 
Lehman, The water power measure consisted 
of a constitutional amendment following the 
lines of the amendment offered last summer 
at the Constitutional Convention by Charles 
Poletti, then representative of the American 
labor party and now lieutenant governor, by 
special invitation of the governor. 

The main controversial issue in the Poletti 
amendment in the Constitutional Convention 
was that, should the state win its suit against 
the Niagara Falls Power Company on 
whether the legislature has the power to make 
a grant, the entire Niagara Falls utility might 
be dropped in the lap of a state not prepared 
to continue the service. 

The other bills prepared by the state pub- 
lic service commission were put in the as- 
sembly by George Torsney of Queens. One 
would make it mandatory that a public utility 
having optional rates inform the customer 
which rate will be cheapest, and make such 
rate available to him. A second bill would 
make it mandatory for public utilities to 
keep their depreciation accounts up to date. 

The third would make it unlawful for a 
utility to keep any other set of books than 
those prescribed by the state public service 
commission. This would eliminate the prac- 
tice of one set of books for rate purposes and 
another for investment attraction. 


Oklahoma 


Acts to Mollify U. S. 


HE state senate, fearing reprisals by the 
Federal government, on January 20th 
passed a new resolution softening its demand 
that construction be halted on the govern- 
ment’s $54,000,000 Red river dam project. The 
resolution was substituted for one previously 
adopted asking Congress to delay work on the 
huge reservoir until state authorities could 
make a thorough examination of the project. 
The substitute resolution, its author said, 
was “to advise Congress that the state con- 
curred in the government’s flood control policy 
and wanted no appropriations halted except 
those affecting the Red river dam.” Henry 
Timmons, of Tulsa, sponsored the resolution. 
It was not acted upon by the house. The presi- 
dent pro tempore of the senate was instructed 


> 


to inform Congress, the War Department, and 
President Roosevelt of the action. 

Governor Leon Phillips backed the original 
resolution. 

The Red river project, which would entail 
no expenditure by the state, would be used to 
generate electric power as well as to keep the 
Red river from flooding. Governor Phillips 
contended that if the government could seize 
lands and inundate towns and farms, then it 
could take over other natural resources of the 
state, even “destroy the state.” 

The governor sent a delegation to Wash- 
ington on January 20th to bespeak the sup- 
port of the state’s Senators and Representa- 
tives for his demand that work on the $54,- 
000,000 Denison dam project on the Red river 
at the Texas border be held up until he and 
his legislature decide whether they want it. 


Pennsylvania 


UGI Asked to Extend Lease 


Ts Philadelphia city council on January 
26th officially launched the plan to swap 
fifteen years’ rentals from the municipal gas 
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plant for $50,000,000 cash in advance. De- 
velopments were: 

1. Passage of a resolution asking the for- 
mal assent of the United Gas Improvement 


Company “and/or the Philadelphia Gas 
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Works Company,” UGI subsidiary, to the 
necessary extension of the 1938 gas lease. 

2. Introduction of an ordinance authoriz- 
ing and directing the Director of Public 
Works to advertise for bids on assignment 
of the rentals. The date the bids are to be 
called for was left blank, to be filled in later. 

3. Disclosure that City Solicitor Joseph 
Sharfsin and his aides were exploring 
various possible methods of obtaining the pub- 
lic utility commission’s approval of the mu- 


nicipal gas plant lease without further delay, 

Councilman Bernard Samuel, chairman of 
the Finance Committee, said he believed every 
obstacle could be cleared away so that the 
deal could be consummated in time for final 
enactment of the long overdue 1939 budget 
March Ist. That date was the deadline which 
council leaders considered the state supreme 
court to have tacitly set recently when it re. 
leased the January 15th and 30th and Febry- 
ary 15th payrolls. 


South Carolina 


Purchase Negotiations 
Authorized 


OVERNOR Burnet R. Maybank last month 

announced that he had been authorized 
by the Santee Cooper Authority to start nego- 
tiations for purchase of the South Carolina 
Power Company and the Associated Gas and 
Electric Company properties in the state. The 
announcement of this major step in carrying 
out the purpose of the $37,500,000 Santee 
Cooper project was made following a con- 
ference between Robert M. Cooper, general 
manager of the project; Senator R. M. Jef- 
feries, general counsel; and Governor May- 
bank. 

The governor said he had been worki.ig on 
the matter for some time before becoming 
governor and had recently made a trip to 
Washington in connection with it. He added 
that negotiations would be carried on under 
the direction of Cooper and Jefferies. 

Financing of the proposed purchase would 
be with funds supplied by the Federal gov- 
ernment and would in no way obligate the 
South Carolina taxpayers. 

In connection with negotiations with the 


power companies, the governor asserted that 
“it is felt that it would be for the best in- 
terests of all if these companies’ properties 
could be acquired by the authority so that the 
ultimate savings could be passed on to the 
eeeeenes, including the rural electrification 
ines, 

He said the authority was ready to proceed 
with setting up transmission lines, and it was 
believed better to purchase the power com- 
pany properties if it can be negotiated. 

The governor also said that he wanted it 
understood that if negotiations with the power 
companies were successful that “insofar as 
state government revenue from the power 
companies is concerned that will be paid by 
the authority on the same basis as paid in the 
past by the power companies.” 

The Associated Gas and Electric properties 
involved in the negotiations are those of the 
Lexington Water Power Company and the 
South Carolina Gas & Electric Company. 
The South Carolina Power Company is con- 
trolled by the Commonwealth & Southern 
Company. The aggregate book value of the 
three properties, as the companies have re- 
ported their valuations to the state public serv- 
ice commission, amounts to $77,432,782. 


Tennessee 


Utility Board Wins Approval 


IGHT amendments to Knoxville’s city 
charter, one providing for return of the 
city to city-manager form of government and 
another creating a public utilities board of 
five members were approved by the city coun- 
cil last month. Mayor Mynatt said he planned 


a conference with Knox members of the state 
legislature and presumed a program would be 
agreed upon for presentation of the bills to 
the lawmakers. He did not know which mem- 
bers would be asked to sponsor them. 

The utilities board proposal provided for 
appointment of the first five commissioners by 
the mayor with confirmation by the council. 


Texas 


Regulatory Bill Introduced 


ne putting public utilities under regu- 
latory control by a state commission 
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made its appearance in the state senate last 
month. It has a long line of predecessors, 
none of which has made much advance toward 
the statute book. The new bill was introduced 
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by Senator Olen Van Zandt. He introduced a 
utility regulatory measure in the last legis- 
lature and in the one preceding that, which 
vas in 1935. 

“The new measure closely resembles the one 
of two years ago, it was said. In the opinion 
of its author, “it affords a sane and sensible 
method of regulating utility rates and service 
and reduces to a minimum the chance of mak- 
ing rate fixing a political football.” Among 
the main points of the bill, as set forth by 
Van Zandt, were the following: 

1. It provides for the creation of a com- 
mission of three to be appointed by the 
governor, to have original rate-fixing powers 
coextensive with the limits of the state. 

2. The cost of regulation is provided for by 


a small tax on the utilities under the jurisdic- 


tion of the commission. 


3. The commission is granted broad powers 
of regulation limited only by the Constitution 
of the United States and the state. 

4. The utilities regulated are telephone, 
power and light, and gas companies. Municipal 
utilities are not regulated unless in competi- 
tion with a private utility. “It is manifestly 
unfair to regulate the rates of a private utility 
and leave its municipal competitor unregu- 
lated.” 

5. In line with the recognized doctrine of all 
authorities on regulation, the bill seeks to 
provide reasonable ways and means of avoid- 
ing the waste necessarily incident to the dupli- 
cation of facilities. 


ee 
West Virginia 


Phone Rate Cut Ordered 


ipo reduction of tolls, rates, and 
charges for hand-set telephones, customers 
of the Chesapeake & Potomac Telephone 
Company will save $565,450 annually, the 
state public service commission reported on 
January 26th at the end of a 2-year investi- 
gation of the organization. 

A reduction of $84,000 in rates, which will 
affect rural subscribers chiefly, was directed 
by the commission last month. More than 
100 rate schedules in the state were revised. 
Prior to that, reductions of $345,450 and $136,- 
000 were ordered. 

Revisions made in 1937 in interstate toll 
charges represented a saving of approximately 
$136,000 annually to telephone users. From 
March 31, 1937, when the commission ordered 


further reductions of rates, tolls, and charges, 
until January 12, 1939, a saving of $345,450 
was effected. 

During the hearing time the reproduction 
cost of the utility’s physical property depreci- 
ated from $20,698,962 in January, 1936, to 
$17,353,267. Total fixed capital of the utility, 
including $1,053,038.16 for telephone plant ac- 
quisition adjustments and $420,162.31 for con- 
struction work in progress, was $26,793,017.76 
as of December 31, 1938. 

Gross operating revenue for the year end- 
ing December 31, 1938, was $6,392,804.97 and 
its operating expense $5,281,723.49, leaving a 
net operating income of $1,111,081.48. 

The company also was ordered to file state- 
ments with the commission at regular inter- 
vals, showing additions to its property and all 
property retired from service. 


Wisconsin 


WDA Abolition Opposed 


A RESOLUTION adopted at an annual meeting 
at Chippewa Falls last month placed di- 
rectors of the Wisconsin Power Codéperative 
on record in support of the Wisconsin Devel- 
opment Authority and against legislative 
abolishment of it. 

The codperative generates electricity for 
wholesale to 11 member rural electrification 
projects in 13 counties. It claims a member- 
ship of about 16,000 northwestern Wisconsin 
farmers. 

Directors of the Grant Electric Codperative 
also went on record at their annual meeting 
at Lancaster last month with a request that 
Governor Heil and the legislature “maintain 
the present status of the WDA.” Member- 
ship of the Grant REA project consists of 
about 1,800 farmers in Grant county. 
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In its formal resolution endorsing the 
WDA, the Grant directors stated the codper- 
ative “has found it frequently necessary and 
helpful to rely on the WDA for assistance.” 

Under a bill introduced in the state senate 
on January 25th by Senator Harry W. Bolens, 
Democrat of Pt. Washington, the Wisconsin 
Development Authority would be repealed. 
A similar bill was said to be pending in the 
assembly. Repeal of the WDA legislation has 
been forecast as part of the Heil administra- 
tion’s drive to cut down the cost of govern- 


ment. 

The WDA, called Wisconsin’s “little TVA,” 
was created by the legislature which desig- 
nated the authority as a nonprofit, nonstock 
corporation, to promote rural electric codper- 
atives, municipal power districts, and public 
ownership of utilities with a state appropria- 
tion of $60,000 a year. 
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The Latest 
Utility Rulings 


The Supreme Court Avoids Ruling on 
Constitutionality of the TVA 


AX attempt by 14 private utility com- 
panies to obtain a decision from 
the United States Supreme Court review- 
ing the constitutional basis for operations 
by the Tennessee Valley Authority in the 
competitive field of electric power sup- 
ply was repulsed by the Supreme Court 
on January 30th by a ruling which de- 
nied the right of the privately owned 
utilities to bring such a suit against the 
Federal agency. 

The ruling of the majority, read by 
Justice Roberts, concentrated on the 
point that these corporations were with- 
out legal standing to challenge the valid- 
ity of TVA operations. It did not pass 
upon the constitutionality of the govern- 
ment program, an omission severely 
criticized by Justices Butler and McRey- 
nolds, both of whom dissented. Justice 
Reed did not participate, nor did Justice 
Frankfurter, who took his seat on the 
high bench only a few minutes before the 
decision was read. Sharing the views of 
Justice Roberts were Chief Justice 
Hughes and Justices Brandeis, Stone, 
and Black. 

Justice Roberts said in the decision 
that “in no aspect of the suit” could the 
corporations have standing to maintain 
their case. Justice Butler said for him- 
self and Justice McReynolds that the 
companies were “entitled to have this 
court decide upon the constitutional ques- 
tions they have brought here.” 

At the heart of the Roberts opinion 
was the conclusion that the companies 
had no right to escape the TVA competi- 
tion of which they complained. The 
“vice of the position” they took was, it 
stated, “that neither their charters nor 
their local franchises involve the grant 
of a monopoly or render competition il- 


legal.” Thus it held that the companies 
had no power to enjoin threatened acts of 
the government. 

As a result of the decision, the TVA, 
it was said, may now proceed with con- 
struction of dams in the Tennessee val- 
ley and sell surplus power produced. Ac- 
cording to the Butler-McReynolds dis- 
sent, the program calls for completion of 
11 dams by July 1, 1943. In some quar- 
ters it is estimated that the finished proj- 
ect will cost $500,000,000. 

Some lawyers considered the basis of 
the Roberts opinion so extensive that the 
government could, if it chose, enter al- 
most any enterprise without fear of suit 
as a competitor. The opinion held that 
TVA operations were not a form of il- 
legal Federal regulation of local utilities. 
The sale of government property in com- 
petition with others did not violate the 
Constitution, it declared, holding also 
that no rights of the states had been in- 
vaded by the program. 

The companies had alleged a con- 
spiracy between directors of TVA and 
Secretary Ickes as Public Works Admin- 
istrator to destroy their property, but the 
opinion said no such conspiracy existed. 
“Codperation between the government 
agencies,” it maintained, “does not spell 
conspiracy to injure” the business of the 
utilities. 

In effect, the finding sustained a dis- 
missal of the test suit brought by the 
companies in May, 1935. The 3-judge 
tribunal—headed by Circuit Judge Flor- 
ence E. Allen—which dismissed the com- 
plaint, went farther than the Supreme 
Court, ruling that the TVA plan was con- 
stitutional. Tennessee Electric Power 
Co. et al. v. Tennessee Valley Authority 
et al. 
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THE LATEST UTILITY RULINGS 


Duty of Commission to Investigate Submetering 
Prohibition 


PROHIBITION against submetering 
A contained in a legally filed rate 
schedule of an electric company, formal- 
ly approved by the commission, is not 
immune from attack, according to a 
majority opinion of the New York com- 
mission. Two of the five commissioners 
ruled that a complaint by a customer 
against the submetering prohibition 
should be dismissed on the ground that 
the schedule in effect had been approved 
by the commission, that the schedule was 
established in compliance with the 
statute, and that the record did not jus- 
tify a finding that the prohibition was 
unjustly discriminatory or unduly 
preferential. 

Chairman Maltbie, speaking for the 
majority, said that the first reason was 
an incomplete statement of what was 
done when the rate schedule to which 
reference was made became effective. 
The commission had given its formal 
approval, necessary under the statute, 
but had inserted the condition that the 
schedule was approved without preju- 
dice. This, he said, gave notice that the 
action taken was not an approval of 
every provision therein contained. 

These facts, it was said, also disposed 
of the second reason. If the rates had 
not been established as provided for by 
law, they would not be in effect. Fur- 
thermore, the mere fact that a rate has 
been established in accordance with law 


does not prevent the commission from 
changing it. 

The third reason was said to be merely 
the Scotch verdict of “not proven.” On 
this point Chairman Maltbie said: 


If the commission were established merely 
to pass upon what is submitted to it, it might 
be proper to dismiss a complaint because the 
complainant had not proved his case. But 
the commission does not sit as a judicial 
body merely to hear the testimony that is 
presented. It has a budget staff of nearly 
400 employees which would be largely un- 
necessary if the commission were acting as 
the usual judicial body. Its duty is to in- 
vestigate and to determine after a thorough 
investigation every important and appar- 
ently deserving complaint. 


It was said to be the duty of the com- 
mission to enforce the statutory prohibi- 
tion against discrimination, and it was 
pointed out that because a submeterer 
conducts the business to make a profit he 
is not properly differentiated from other 
consumers. The opinion continued : 

Commercial and industrial consumers 
generally purchase electricity for the pur- 
pose of making a profit, that is why they are 
in business. The fact that one purchases 
electricity and various other commodities 
for the purpose of making a profit is no ade- 
quate reason for differentiating him from 
consumers who purchase electricity for their 
own amusement or comfort or enjoyment. 


Estate of Adelaide S. Browning v. Con- 
solidated Edison Co. of New York, Inc. 
(Case No. 9232). 


e 


Rates for Gas Acquired from Related 
Interstate Supply Company 


E Bie Ohio commission, following the 
procedure adopted in recent natural 
gas rate cases, determined fair rates for 
gas purchased and for gas distributed 
by the East Ohio Gas Company as a 
basis for determining whether an ordi- 
nance rate established by the city of 
Cleveland was reasonable. The East 
Ohio purchases part of its gas from the 
affiliated Hope Natural Gas Company 
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which has producing fields in West Vir- 
ginia. The commission investigated not 
only the property values, revenues, and 
expenses of the local company but also 
the corresponding items of the produc- 
ing company. A return of 6} per cent 
was held to be reasonable for each 
company. 

Under the Ohio statutes, it was point- 
ed out, the commission is directed to base 
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its valuations upon the reproduction cost 
new less depreciation of the properties 
used and useful for the service in ques- 
tion. This value was determined by a 
consideration of prices for materials and 
labor, deductions for accrued deprecia- 
tion, and other valuation factors, with- 
out making any separate allowance for 
going concern value. 

The rock-pressure decline method was 
used in determining accrued deprecia- 
tion of gas well construction and equip- 
ment. This method bases the per cent 
condition of wells on the relationship of 
the present rock pressure of each well 
to its original rock pressure (less the 
abandoned pressure in both cases). The 
commission rejected a new theory sug- 
gested by the city geologist which would 
disregard the individual per cent con- 
dition of each well and the mathematical 
average thereof and would seek to reach 
an average by finding the relationship of 
the present gas reserves of all wells to 
the estimated original gas reserves of all 
wells. 

In view of rulings and principles 
stated by the state supreme court in 22 
P.U.R.(N.S.) 489, it was held that the 
company’s payment for its employees’ 
benefit under a thrift plan must be al- 
lowed. Allowance was also made for a 
payment to Gas Companies, Inc., an af- 
filiated corporation organized and op- 


erated to conform to the type of mutual 
service companies suggested by § 13 of 
the Federal Public Utility Act of 1935, 
No credit was made to operating ex. 
penses for rent from gas appliances in 
view of the fact that the company’s gas 
burners rented to consumers were not 
included in the valuation. 

Under an agreement with a producing 
and refining company the East Ohio re- 
ceived one-eighth of the gross receipts 
from sales of gasoline extracted. The 
commission found that the company had 
not sufficiently established the fairness of 
its gasoline extraction contract under 
present conditions, and therefore con- 
cluded that in lieu of the contractual one- 
eighth royalty East Ohio should be cred- 
ited with one-half of the net earnings of 
the producing company from the gaso- 
line extraction business. 

In testing the reasonableness of the 
ordinance rates, all rate case expense was 
excluded. In fixing a substitute rate, 
however, the commission said that it was 
required to allow the company its rate 
case expenses. 

The company pursued a similar course 
in determining the reasonableness of the 
wholesale rate of the affiliated Hope 
Company as in determining the reason- 
ableness of the rates of the East Ohio 
Company. East Ohio Gas Co. v. City of 
Cleveland (Formal Case No. 10202). 


Prudent Investment Theory Adopted in Rhode Island 


ip the opinion of the division of public 
utilities of Rhode Island a fair rate 
of return should be based upon the 
actual amount of money prudently in- 
vested. This announcement was made 
in a case involving a rate reduction for 
the Narragansett Electric Company. 
The commission said that in arriving at 
its decision its primary consideration had 
been, first, to adopt the historical cost or 
prudent. investment theory for future 
regulation of utility properties in the 
state, and, second, to establish a fixed 
rate base. The commission said in part: 


As far as this division knows, no specific 


method of determining a rate base has ever 
been adopted in this state. This division shall 
now approve the historical cost or prudent 
investment theory as a method of determin- 
ing value. A utility should not liken itself 
to an ordinary business enterprise, because 
it enjoys certain rights and privileges grant- 
ed to it by the state and municipalities. From 
these grants ensues the obligation to per- 
form a public service. Its profits are limited 
to a fair rate of return. It is subject to reg- 
ulation. From its very inception a utility 
is aware of all of these facts. In a sense, 
therefore, it becomes a public servant. In 
other words, a utility expects that it will be 
guaranteed for the use of its property to pub- 
lic service a fair rate of return. It should 
not, therefore, look for a fair rate of return 
upon the exchange value of the property, but 
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ought to expect just compensation for hay- 

ing employed its property for public use. 

The reproduction cost theory was said 
to be based upon opinions of experts 
whose conclusions many times are so far 
apart that they become absurd. The 
commission said that it is subject to fluc- 
tuation of price levels; that it is based 
upon hypotheses and phenomena, which 
make this theory indefinite and inade- 
quate in finding the true rate base. A 
rate base, the commission continued, 
should not be dependent upon specula- 
tion or the whims of skilled witnesses, 
but should be based upon facts which 
disclose the number of dollars actually 


e 


invested in property devoted to public 
use. 

The company requested that the com- 
mission take into account the expenses 
brought about by the hurricane of Sep- 
tember 21, 1938, and asked that no re- 
duction of rates be made for an indefi- 
nite time. The commission recognized 
the temporary embarrassment of the 
company but was of the opinion that a 
postponement should not be indefinite, 
but should be a reasonable one. The 
reduction was ordered to take effect on 
October 1, 1939. Division of Public 
Utilities v. Narragansett Electric Co. 
(Docket No. 385, Order No. 3754). 


Form of Rate Schedules 


fi Pennsylvania commission, in 
prescribing temporary rate sched- 
ules for an electric company operating 
over a wide territory, decided that rate 
schedules for residential service, com- 
mercial and small power service, large 
commercial and industrial service, and 
sales to private and municipal systems 
for resale should, as soon as possible, be 
made uniform throughout the entire ter- 
ritory. The company had, through 
mergers, acquired properties in various 
localities and inherited many types of 
rates. The commission said that these 
were so constructed as to be obviously 
discriminatory, antiquated, or improper. 
The commission continued : 

Some of the residential schedules are of 
the so-called room type, others of the con- 
nected load type, while the company’s stand- 
ard schedule is the simple block type. The 
various commercial and small power sched- 
ules are of the socket or outlet type, the 
connected load type, the estimated demand 
type, and the measured demand type. In our 
opinion, the charges based upon the number 
of rooms, connected domestic load, number 
of sockets, connected power load, and esti- 
mated demand are undesirable under the 
conditions obtaining in respondent’s terri- 
tory and should be eliminated. 


These opinions were expressed upon 
consideration of the company’s excep- 
tions to certain findings and determina- 
tions made in an order nisi. In the orig- 
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inal order the commission had disal- 
lowed payments for services and ex- 
penses made to an affiliated company, 
Ebasco Services, Incorporated. It was 
urged that many economies of various 
types were effected by the codrdination 
of functions rendered possible by the 
Ebasco Services contracts. The commis- 
sion said that while it was not convinced 
that these arguments were conclusive, it 
recognized that the elimination of Ebasco 
Services, Incorporated from the operat- 
ing arrangements of the company would 
necessitate adjustments, some of which 
might impede the progress of the im- 
portant studies relating to permanent 
rates. Therefore, upon further consid- 
eration of this item, the commission 
concluded that the public interest would 
not be adversely affected by allowing it 
as an operating expense for the purpose 
of temporary rates, reserving the right, 
however, to reéxamine the propriety of 
such payments before prescribing so- 
called permanent rates. 

In the original order the benefit of 
rate reductions had been granted to resi- 
dential, commercial, and resale custom- 
ers. In the later order it was concluded 
that a portion of the reduction should go 
to industrial consumers. Pfeifle et al. v. 
Pennsylvania Power & Light Co. (Com- 
plaint Docket Nos. 9556, 10731, 10867). 
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Distribution of Capital Surplus to Stockholders 


HILE many corporations complain 

of their inability to obtain suffi- 
cient funds for their business needs, a 
water company in California found it- 
self burdened with such an excess of 
funds that a distribution of capital to 
stockholders seemed to be in order. The 
company applied to the state commission 
for authority to reduce the par value of 
its capital stock to create a reduction 
surplus and to distribute the same pur- 
suant to § 348b of the Civil Code. 

Such distribution, said the commis- 
sion, is a matter that need not be author- 
ized by the commission, but the change 
in the par value of the outstanding stock 
is a matter that comes under its jurisdic- 
tion. An order was granted authorizing 
such reduction. 


The company showed that its plants 
and system had expanded in order ty 
provide an additional water supply and 
also to serve an extensive oil develop. 
ment. For some time its capital account 
had not increased because its facilities 
were adequate for all demands, present 
or in prospect. Future replacement of 
field lines would result in the use of 
smaller-sized and less costly lines. Ow- 
ing to the fact that consumption in the 
oil field had decreased, it was asserted, 
the company had been unable for sey- 
eral years to reinvest its depreciation ac- 
cruals in plant, and it had likewise been 
unable to invest the same in securities 
that would yield any appreciable return. 
Re Western Water Co. (Decision No. 
31481, Application No. 22338). 


e 


Other Important Rulings 


HE Montana commission declared 

that it had jurisdiction over rates 
charged by a municipal water utility and 
that a city or town acting in its proprie- 
tary capacity in supplying water to con- 
sumers is to be treated in much the same 
manner as a private utility and stands 
upon the same footing as a private indi- 
vidual or business corporation similarly 
situated. Re Three Forks (Docket No. 
2873, Report and Order No. 1727). 


The court of appeals of Kentucky held 
that a sixth-class city had power to pur- 
chase, own, and operate a gas plant and 
to issue bonds in payment therefor, al- 
though the primary purpose was to sup- 
ply city’s streets and public buildings 
and places with light and the secondary 
purpose was to sell surplus privately and 
apply revenues to retirement of bonds. 
Cook v. City of North Middletown, 121 
S. W. (2d) 719. 


The Maine commission denied author- 
ity to increase intrastate passenger coach 


fares where it seemed to the commission 
that this would have a tendency to de- 
crease revenue and decrease the number 
of passengers to a dangerous, if not fatal, 
point and that it would increase bus 
travel and might result in petitions by the 
railroad to discontinue rail service. The 
commission said that it did not under- 
stand that a mere disparity between in- 
trastate and interstate rates is a viola- 
tion of the interstate act. Public Utilities 
Commission v. Maine Central Railroad 
Co. et al. (F. C. No. 1110). 


The Wisconsin commission held that 
a town had no power to expend moneys 
for the construction of a proposed dam, 
and in reply to a suggestion that a permit 
be issued to the town for the purpose 
of having the same transferred to a 
county the commission said that the town 
was also without power to prosecute an 
application for a permit to construct and 
operate the dam which it could transfer 
to a third person. Re Little Rice (2-WP- 
399). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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RE MACKAY RADIO & TELEGRAPH CO. 


FEDERAL COMMUNICATIONS COMMISSION 


Re Mackay Radio & Telegraph Company 


[Docket No. 4124.] 


Commissions, § 31 — Jurisdiction — Investigation — Administrative interpreta- 
tion. 
1. Administrative tribunals have power to investigate for the purpose of 
ascertaining and announcing their administrative interpretation of the stat- 
utes they are charged with administering, p. 295. 


Certificates of convenience and necessity, § 53.4 — Operation of leased line — 
Telegraph facilities — Exclusive use. 


2. Section 214(a) of the Federal Communications Act, providing for the 
granting of a certificate of convenience and necessity, applies to the opera- 
tion of a telegraph circuit over a leased line although the lease does not 
provide for exclusive use of the physical plant of the lessor, p. 296. 


Certificates of convenience and necessity, § 53.4 — When required — Operation 
without construction — Telegraph line. 


3. A certificate of convenience and necessity must be obtained under § 
214(a) of the Federal Communications Act for an extension of telegraph 
service into new territory by means of operation over a line leased from 
another company, although no new construction is involved, since the stat- 
ute applies not only to new construction but to acquisition, operation, and 
also to transmission over or by means of additional or extended lines, p. 
296. 


Monopoly and competition, § 6 — Jurisdiction of Federal Commission — Tele- 
graph extensions. 
4. The Commission has jurisdiction to consider the competitive effect of 
an extension of telegraph operations for which a certificate of convenience 
and necessity is required, and it is not limited to the question whether or 
not the extension involves improvident expenditures, p. 301. 


Monopoly and competition, § 82 — Telegraph companies — Interpretation of 
Federal statutes. 
5. The language of the Federal Communications Act does not indicate a 
congressional purpose to encourage and promote competition between tele- 
graph carriers so as to exclude from consideration the protection of a 
carrier against invasion when § 214 of the act, relating to certificates of 
convenience and necessity, is applied, p. 301. 


Certificates of convenience and necessity, § 53.4 — When required — Use of 
physical facilities — Telegraph circuits. 

Discussion of the right of carriers, subject to the Federal Communications 

Act, to make full use of their own physical facilities by the derivation of 

as many circuits thereon or therefrom as might be possible, and of the right 

to enter into different contractual arrangements in order more effectively 
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to serve an area already served, without obtaining a certificate of convenienc 
and necessity under § 214 of the act, p. 299. 


[December 5, 1938.] 


ee of the acquisition and operation of a line or 

circuit for telegraph service; operation of leased facilities 

held to be in violation of § 214 of the Federal Communications 

Act for failure to secure a certificate of convenience and 
necessity. 


APPEARANCES: Howard L. Kern 
and John H. Wharton, on behalf of 
Mackay Radio and Telegraph Com- 
pany; Manton Davis and Frank W. 
Wozencraft, on behalf of R. C. A. 
Communications, Inc.; Howard L. 
Kern and John H. Wharton, on behalf 
of Postal Telegraph-Cable Company ; 
Ralph H. Kimball and William Wendt, 
on behalf of The Western Union Tele- 
graph Company; Harvey Hoshour, 
F. R. Elsasser, N. C. Fleming, R. A. 
Van Orsdel, and T. B. Milne on be- 
half of the American Telephone and 
Telegraph Company and the Chesa- 
peake and Potomac Telephone Com- 
pany of Baltimore city; and James A. 
Kennedy and J. Fred Johnson, Jr., on 
behalf of the Commission. 


By the Commission (Payne, Com- 


missioner, not participating): On 
September 22, 1936, the Commission, 
telegraph division, issued its order in- 
stituting proceedings of inquiry and 
investigation into and concerning the 
extension by Mackay Radio and Tele- 
graph Company, a Delaware corpora- 
tion (hereinafter referred to as Mack- 
ay), of its service between Washing- 
ton, D. C., and Baltimore, Maryland, 
through facilities owned by Postal 
Telegraph-Cable Company (hereinaft- 
er referred to as Postal). The order 
recites that it had come to the atten- 
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tion of the Commission that on or 
about June 4, 1936, Mackay acquired 
a wire telegraph line or circuit extend- 
ing from its office or station at Wash- 
ington, D. C., to an office occupied 
jointly by it and Postal in Baltimore, 
Maryland, “by means of leasing said 
line or circuit” from Postal, and since 
said date has “operated said line or 
circuit as a part of its interstate tele. 
graph system”; that the acquisition 
and operation of said line or circuit 
was without the authority of the Fed- 
eral Communications Commission as 
required by § 214 of the Communic- 
tions Act of 1934. 

The order further recites that R. C. 
A. Communications, Inc. (hereinaft- 
er referred to as R. C. A. C.), which 
competes with Mackay at Baltimore 
and other places in the United States, 
has applied to the Commission under 
said provisions of § 214 and has se- 
cured authority to acquire by lease 
from The Western Union Telegraph 
Company (hereinafter referred to as 
Western Union), a 2-way printer tele- 
graph circuit between New York, 
Washington, and Baltimore, and to 
operate said circuit as a part of its 
interstate telegraph communications 
system; that Postal and Western Ur- 
ion compete with Mackay at Baltimore 
and other places in the United States; 
and that the American Telephone and 
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Telegraph Company and the Chesa- 
geake & Potomac Telephone Company 
of Baltimore city (hereinafter re- 
ferred to respectively as the A. T. & 
T. Co. and the C. & P. Co.), are com- 
munications carriers subject to the ju- 
risdiction of the Commission and com- 
pete with Mackay and the other car- 
riers above mentioned for telegraph 
business to and from Baltimore and 
other places in the United States. 

The proceedings were instituted to 
inquire into and investigate the facts 
and circumstances surrounding the ac- 
quisition and operation by Mackay of 
“said line or circuit” and the lawful- 
ness thereof, and to determine the re- 
quirements of § 214 in the premises 
and whether or not it is desirable to 
issue rules and regulations applicable 
thereto. 

All the above-mentioned companies 
were made parties to the proceedings. 
Mackay was called upon to show cause 
why the Commission should not find 
its leasing and operation of said line 
or circuit to be unauthorized and un- 
lawful and each of the parties was di- 
rected to state its position with respect 
to said section, as to whether or not it 
should be construed to apply to such 
leasing and operation of telegraph cir- 
cuits by telegraph carriers, and as to 
whether or not the Commission should 
issue rules and regulations applicable 
thereto. The parties were required to 
fle their answers setting forth a com- 
plete statement of facts and a brief of 
points and authorities upon which they 
would rely. Each filed answer and 
brief as directed and the matter was 
duly set for hearing and heard before 
the Commission en banc. Each of the 
parties was permitted to participate in 


oral argument on the facts and law 
involved. 

At the opening of the hearing the 
attorney for Mackay moved to dis- 
miss the entire proceedings on the 
ground that the Commission is not the 
proper tribunal to decide whether or 
not such leasing and operation is law- 
ful and that, except in cases where ap- 
plication is made to the Commission 
under § 214 of the act, the Commis- 
sion is without authority to proceed 
on its own initiative to make any de- 
termination as to the requirements of 
said section. In support of the mo- 
tion defendant’s attorney cited the case 
of Powell v. United States (1937) 
300 U. S. 276, 81 L. ed. 643, 57 S. 
Ct. 470. 

Most of the facts in the case appear 
in a stipulation signed by attorneys 
for each of the parties and filed with 
the Commission on April 8, 1938. Fol- 
lowing the introduction of the stipu- 
lation in evidence further testimony 
was taken. 

The following facts are undisput- 
ed: Each of the parties is a communi- 
cations carrier subject to the jurisdic- 
tion of the Commission and is engaged 
in handling communications for hire 
between Washington, D. C., and Bal- 
timore, Maryland. In addition to the 
wire telephone service rendered by the 
A. T. & T. Co. and the C. & P. Co., 
these companies render two classes of 
telegraph service, Private Line Serv- 
ice of various types and kinds some- 
times known as “Leased Wire Serv- 
ice,” and Teletypewriter Exchange 
Service sometimes known as “TWX.” 

Mackay and Postal are associated 
companies in the International Tele- 
phone and Telegraph System which 
furnishes a comprehensive wire, cable, 
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and radiotelegraph service throughout 
the United States and between the 
United States and foreign countries. 
Associated with Mackay in that sys- 
tem is Mackay Radio and Telegraph 
Company of California. The two 
Mackay companies, sometimes re- 
ferred to as the Mackay Radio System, 
and Postal are subsidiaries of Postal 
Telegraph and Cable Corporation, an 
intermediate holding company. 


The Mackay Radio System and R. 
C. A. C. furnish to the public radio- 
telegraph service with certain coun- 
tries or places outside the continental 
United States and also between cer- 
tain cities in the United States. The 
domestic service of the Mackay Radio 
System is limited to the following cit- 
ies and points telegraphically suburban 
thereto; to wit, New York, Boston, 
Philadelphia, Detroit, Baltimore, 
Washington, New Orleans, Chicago, 
San Francisco, San Diego, Los An- 
geles, Portland, Tacoma, and Seattle. 
The domestic service of R. C. A. C. 
is limited to the same cities, with the 
exception of San Diego, Portland, and 
Tacoma. Mackay and R. C. A. C. 
actively compete with each other at all 
points where they both render com- 
munication service. 

Western Union and Postal render 
wire telegraph service throughout the 
United States, competing with each 
other in such service, and competing 
with the Mackay Radio System and 
R. C. A. C. at the points where the 
latter serve. Both of these compa- 
nies, and to a lesser degree the Mackay 
Radio System and R. C. A. C., com- 
pete with the leased wire and TWX 
telegraph services rendered by the A. 
T. & T. Co., the C. & P. Co., and oth- 
er companies of the Bell System. 


Postal performs pick-up and delivery 
service for the Mackay Radio System 
in the cities above listed. 

The domestic rate structure of both 
R. C. A. C. and the Mackay Radio 
System in the cities which they serve 
is predicated upon the principle of 
transmitting 15 words for the usual 
price of 10; i. e., these companies will 
transmit 15 full rate words for the 
interstate rate at which Western Un- 
ion and Postal will transmit 10 full 
rate words. Corresponding differen- 
tials apply to additional words in full 
rate messages and to day letters, night 
letters, serial service, and government 
and press messages. 


The Mackay Radio System is con- 
stantly utilizing circuits derived from 
Postal’s existing plant, and numerous 
interchanges of the use of circuits are 
made between the A. T. & T. Co. and 
the associated companies of the Bell 
System. Interchanges are made from 
time to time of the use of circuits be- 
tween Western Union and Postal on 
the one hand and the Bell System Com- 
panies on the other. These inter- 
changes are of various types and are 
often required to be made, upon an 
hour’s or even a few minutes’ notice in 
order to meet the exigencies of the 
service, but always involve the utiliza- 
tion of circuits derived from existing 
plant. In the Bell System additional 
circuits are procured from existing 
plant in two ways, (1) from existing 
facilities owned by the company in 
question, and (2) from existing facili- 
ties owned by other companies, such 
other companies being either Bell or 
independently owned. 

Prior to May 28, 1936, Mackay had 
not filed with the Commission any 
tariff establishing rates for telegraph 
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service to or from Baltimore. On said 
date this company filed, to become ef- 
fective June 4, 1936, a tariff establish- 
ing rates for telegraph services to and 
from Baltimore, the rates established 
being the same as those published by 
R.C. A. C. (except R. C. A. C. has 
quoted no rates for San Diego, Port- 
land, and Tacoma). 

Prior to June 4, 1936, Mackay had 
not constructed or acquired and did 
not own, lease, or operate or engage 
in transmission over or by means of 
any telegraphic facilities whatsoever 
in Baltimore or extending to or from 
Washington from or to Baltimore and 
had not transmitted or held itself out 
to the public to transmit any telegraph- 
ic trafic from or to Baltimore. Effec- 
tive from this date, Postal has fur- 
nished to Mackay a simplex printer 


circuit extending from the office of 
Mackay in Washington and the office 
occupied jointly by it and Postal in 
Baltimore, utilizing one operating tape 
sending and receiving machine at each 


terminal. This circuit is derived from 
Postal’s physical plant between Balti- 
more and Washington. The regular 
assignment is on a simplex leg of a 
voice frequency carrier current pair 
of wires. It is a physical circuit of 
two wires over which Postal obtains 
simultaneously ten one-way carrier 
current channels which are a part of 
Postal’s New York-Washington car- 
tier current system. In an emergency 
the regular assignment of the Mackay 
circuit may be changed by Postal to 
a single trunk over a single physical 
wire. Postal owns and retains title to 
the printing telegraph instruments 
used by Mackay at the terminals of 
the circuit. In order to transmit mes- 
sages between Baltimore and Wash- 
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ington, Mackay uses this circuit de- 
rived from a wire or wires belonging 
to Postal extending between said two 
cities. The circuit is over telegraph 
wires established and in operation pri- 
or to the effective date of the Com- 
munications Act of 1934 and used 
simultaneously by Postal for the oper- 
ation of a large number of other cir- 
cuits in connection with its own busi- 
ness. Neither Mackay nor Postal has 
physically constructed any new pole 
line or placed new wires or other equip- 
ment upon existing pole lines between 
Washington and Baltimore since then. 
The arrangement required no capital 
outlay by either company. The 
amounts paid by Mackay for the use 
of the Postal circuits are charged to 
operating expenses. 


Though Mackay has never secured 
and has never applied for a certificate 
of convenience and necessity from the 
Commission to acquire or to operate 
Postal’s facilities or any part thereof 
between Washington and Baltimore, 
the circuit has been operated as a part 
of its interstate telegraph system and 
is the only facility operated by Mack- 
ay for the transmission of telegraph 
communications between Washington 
and Baltimore. At the Washington 
terminal the mechanical transmission 
of messages is effected entirely by em- 
ployees of Mackay, while at the Bal- 
timore terminal Postal furnishes the 
operating labor for operation of the 
circuit and bills Mackay for such serv- 
ice. Postal keeps all of the facilities 
furnished by it in working order and 
repair, retains certain rights for use 
of the facilities, and retains title to the 
equipment furnished by it to Mackay 
for or in connection with their use. 
The circuit used by Mackay is from 
26 P.U.R.(N.S.) 
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time to time transferred from one wire 
or circuit operated by Postal to an- 
other. It is not permanently confined 
to a certain circuit or wire. It repre- 
sents the utilization of an intangible 
electric facility derived from Postal’s 
plant. During the period from June 
4, 1936, to January 31, 1938, emergen- 
cy assignments have been made sixty 
times from the regular assignment for 
periods of short duration. 

The consideration for Mackay’s 
lease of Postal’s facilities between 
Washington and Baltimore is $2,- 
395.20 per year, payable in advance in 
equal monthly instalments of $199.60. 
An advance payment of $30 was re- 
quired “as the installation charge.” 


The terms and conditions attached to 
the lease contract provide, among oth- 
er things, that the lessor shall keep 


“all facilities furnished by it in good 
working order and repair’; that the 
lessor shall not be under any obliga- 
tions to the lessee “in respect to any 
interruption or breakdown of a leased 
circuit” except as therein stated; that 
the lessor retains a right to use “the 
leased facilities’ except otherwise than 
during the hours in which the same 
are set apart for the use of the lessee, 
and further reserves the right to “use 
said facilities” at any time when in the 
judgment of the lessor the necessities 
of the service to the general public so 
require ; and that the “leased facilities” 
shall be used by the lessee only for 
transmission of “public service mes- 
sages and messages concerning the 
business of the lessee.” 

It is further provided that “all 
wires, instruments, batteries, and oth- 
er apparatus furnished by the lessor 
shall at all times be and remain the 
property of the lessor and shall be ac- 
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cessible to its employees and nothing 
herein contained shall have or be con- 
strued as having the effect of vesting 
in the lessee any right, title, or inter- 
est to or in same except in the manner 
and during the terms and upon the 
conditions herein provided.” There 
is a provision to the effect that the les- 
sor shall “in no way be responsible for 
errors, delays, or other defaults or 
mishaps by operators employed by the 
lessee to operate the leased facilities.” 

On or about December 20, 1935, 
R. C. A. C. made application to the 
Commission under the provisions of 
§ 214 of the Communications Act of 
1934 for authority to acquire by lease 
from Western Union a 2-way printer 
telegraph circuit between New York, 
Washington, and Baltimore, and to 
operate said circuit as a part of its in- 
terstate telegraph communication sys- 
tem. This application was granted 
and a certificate of convenience and 
necessity was issued by the Commis- 
sion on March 3, 1936. Under this 
certificate and modification thereof, R. 
C. A. C. is now operating said circuit. 

Since June 4, 1936, and for some 
time prior thereto, R. C. A. C., Post- 
al, and Western Union have offered 
public telegraph service and A. T. & 
T. Co. and C. & P. Co. have rendered 
TWX and private line telegraph serv- 
ice from and to Baltimore, to and 
from Washington, and other points in 
the United States. In so doing they 
compete with Mackay. They propose 
to continue offering such service. 

As heretofore indicated the purpose 
of these proceedings is to determine 
primarily whether or not a telegraph 
carrier may extend its public telegraph 
service into a new territory or area 
not theretofore served by it by using a 
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wire telegraph circuit leased from an- 
other carrier, without first securing 
from the Commission a certificate of 
convenience and necessity under § 214 
of the Communications Act of 1934. 
A secondary purpose is to determine 
whether or not additional rules and 
regulations are desirable in connection 
with the administration of said sec- 
tion. There appeared to be a sharp 
difference of opinion among the at- 
torneys for the several carriers in- 
volved as to the proper interpretation 
of § 214. Asa result of this contra- 
riety of opinion some of the carriers 
have, as hereinabove indicated, filed 
applications under this section and se- 
cured certificates of convenience and 
necessity before making any such ex- 
tensions, while others have not ap- 
plied for such certificates. In the in- 
terest of fairness an administrative in- 
terpretation of this section was 
thought necessary. The purpose of 
the hearing was to develop all the per- 
tinent facts involved and to secure the 
benefit of the views of the carriers with 
respect to the law, prior to the promul- 
gation by the Commission of its ad- 
visory opinion as to the applicability 
of said § 214. 

[1] In view of the purposes of the 
proceedings as hereinabove stated and 
in view of the fact that no order hav- 
ing the effect of an injunction is con- 
templated, but on the contrary any re- 
port or order growing out of the pro- 
ceedings is merely advisory, we are of 
the opinion that the case of Powell v. 
United States, supra, is not in point 
and that the motion to dismiss is not 
well taken. That case involved an or- 
der of the Interstate Commerce Com- 
mission canceling a tariff which had 
been duly filed by a railroad carrier 


295 


because the carrier had not complied 
with the section of the act with respect 
to extensions. Under the Interstate 
Commerce Act the carrier could not 
operate except under its tariffs on file 
with the Commission. The effect of 
the Commission’s order canceling the 
tariff was to make it impossible for 
the carrier to operate without violat- 
ing the law, even though it might be 
correct in its interpretation of that 
section of the act with respect to ex- 
tensions. The court properly held that 
the order of the Interstate Commerce 
Commission, if permitted to stand, 
would have the force and effect of an 
injunction because the carrier could 
not legally operate under a tariff 
which was not on file with the Com- 
mission. In the case here under con- 
sideration this Commission has not 
canceled Mackay’s tariff containing 
schedules of rates for service between 
Washington and Baltimore and the 
proceedings do not contemplate any 
such action on the part of the Com- 
mission. 

There is ample precedent for in- 
vestigations by administrative tribun- 
als for the purpose of ascertaining and 
announcing their administrative in- 
terpretation of the statutes they are 
charged with administering. Re Cum- 
mins Amendment (1915) 33 Inters. 
Com. Rep. 682; Re Regulations for 
Payment of Rates and Charges 
(1920) 57 Inters. Com. Rep. 591; Re 
Bills of Lading (1914) 29 Inters. 
Com. Rep. 417. Furthermore, § 403 
of the Communications Act of 1934 
gives the Commission authority at any 
time to institute an inquiry on its 
own motion in any case “concerning 
which any question may arise under 
any of the provisions of this act or 
26 P.U.R.(N.S.) 
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relating to the enforcement of any 
of the provisions of this act.” 

As to the objections interposed to 
certain stipulated facts, we do not 
think any discussion is necessary fur- 
ther than to say that if the order in- 
stituting the investigation had limited 
the issues to the particular case of the 
Mackay extension it is probable that 
some of these objections might be well 
taken. In view of the issue as to the 
desirability of additional rules and 
regulations in connection with the ad- 
ministration of § 214 of the act, which 
section applies to both telephone and 
telegraph carriers, it is our opinion 
that the objections are without merit. 

[2,3] Section 214(a) of the act 
(47 USCA § 214) reads as follows: 


“No carrier shall undertake the con- 
struction of a new line or of an exten- 
sion of any line, or shall acquire or 
operate any line, or extension thereof, 
or shall engage in transmission over or 
by means of such additional or extend- 
ed line, unless and until there shall first 
have been obtained from the Commis- 
sion a certificate that the present or 
future public convenience and necessi- 
ty require or will require the construc- 
tion, or operation, or construction and 
operation, of such additional or ex- 
tended line: Provided, That no such 
certificate shall be required under this 
section for the construction, acquisi- 
tion, operation, or extension of (1) 
a line within a single state unless said 
line constitutes part of an interstate 
Hine, (2) local, branch, or terminal 
lines not exceeding 10 miles in length, 
or (3) any lines acquired under § 221 
of this act: Provided further, That 
the Commission may, upon appropri- 
ate request being made, authorize tem- 
porary or emergency service, or the 


supplementing of existing facilities, 
without regard to the provisions of 
this section.” 

The contention of Mackay, which 
is supported by Postal, A. T. & T. 
Co., and C. & P. Co. and which is con- 
trary to the position taken by R. C. A, 
C. and Western Union, is that the 
word “line” in Par. (a) of § 214 te. 
fers to physical facilities, that a tele. 
graph “circuit” is not such a facility, 
that the section does not apply unless 
the lease provides for the exclusive 
use by the lessee of the lessor’s physi- 
cal facilities, and that Mackay’s lease 
does not provide for such exclusive 
use of Postal’s physical plant. We 
think the fallacy of the argument is ob- 
vious but on this point the case of 
Transit Commission v. United States 
(1933) 289 U. S. 121,128, 77.L 
ed. 1075, 53 S. Ct. 536, appears to be 
conclusive. This case involved an in- 
terpretation of § 1 (18) of the Inter- 
state Commerce Act from which § 214 
of the Communications Act was taken. 
The Supreme Court held that the Long 
Island Railroad’s operation under a 
trackage agreement over the tracks of 
the Pennsylvania Tunnel & Terminal 
Railroad Company (a lease with an 
annual rental) was an “extension” 
over which operation was not permit- 
ted unless and until a certificate of con- 
venience and necessity under said § | 
(18) of the Interstate Commerce Act 
had first been secured. Said the court: 

“The phrase ‘to operate any line of 
railroad’ seems quite sufficient to in- 
clude such use. There is nothing to 
suggest that the ‘operation’ for which 
the Commission’s approval is required 
may not be by other than the owner 
or lessee of the line or that it is to 
be limited to exclusive use.” 
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The tracks owned by the Long Is- 
land Railroad terminated at Sunny- 
side and under the contract in question 
this railroad was using tracks which 
belonged to the Tunnel & Terminal 
Company in order to carry its traffic 
between the terminus of its railroad 
at Sunnyside and the Pennsylvania 
station. The court observed: 

“The use is a joint one but it is, 
nevertheless, ‘operation.’ And the 
phrase ‘engage in transportation . 
by means of such additional or extend- 
ed line of railroad’ reasonably may be 
deemed to include a line owned by an- 
other carrier.” 

Said the court further: 

“The Long Island’s use of the Penn- 
sylvania lines serves the same 
purpose as would the acquisition of 
such lines by purchase or the construc- 
tion by it of a like extension into Man- 
hattan.” 

The “purpose” of the Long Island 
Railroad unquestionably was to extend 
its railroad service between Sunnyside 
and Manhattan. To accomplish the 
purpose it built no physical plant. It 
acquired none by lease or otherwise. 
But tracks were necessary. It merely 
contracted for the use of another com- 
pany’s tracks, such use being joint with 
that of the other company. The court 
held that the arrangement constituted 
an extension of its line for which a 
certificate of convenience and neces- 
sity was required by the statute. 


The analogy to the case here under 


consideration is obvious. Mackay’s 
purpose was to extend its telegraph 
service between Baltimore and Wash- 
ington. It had no telegraph line be- 
tween these points but Postal did. 
Mackay entered into an arrangement 
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for the use of Postal’s line by “engag- 
ing in transmission over or by means 
of” a circuit derived therefrom. 


There is no contention here, and in 
reason it can hardly be said, that a 
wire telegraph “circuit” can exist sep- 
arate and apart from a wire telegraph 
“line” or that the use of the “circuit” 
does not necessarily involve and in- 
clude the use of the “line.” Assuming 
for the sake of argument that these 
words refer to different things, the 
record is clear to the effect, if indeed 
a record is necessary to establish the 
fact, that messages cannot be trans- 
mitted “over or by means of” a wire 
telegraph circuit except by the use and 
“operation” of the physical facilities 
making up the circuit, or over or by 
means of which the circuit is set up 
or from which it is derived. The cir- 
cuit cannot be separated or disasso- 
ciated from the physical line plant 
without which and without the opera- 
tion of which there can be no transmis- 
sion of messages by wire telegraph. 
Mr. O’Donohue, chief engineer of 
Postal, testified, and it is not disputed 
in the record, that the operation of a 
telegraph line is the transmission of 
messages over that line by electrical 
circuits, and that the only difference 
between Mackay’s and Postal’s opera- 
tion between Washington and Balti- 
more, is that Postal operates a “duplex 
circuit” whereas Mackay operates “a 
simplex circuit.” Mr. Bickelhaupt, 
assistant vice president of the A. T. & 
T. Co., was asked the question, “How 
do you operate a line?” His answer 
was, “By making use of the circuits 
which are derived from the line.” It 
is not denied that Mackay is “making 
use of” a circuit derived from Postal’s 
line and it would seem to follow nec- 
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essarily from this testimony that Mac- 
kay is “operating” Postal’s line. 

It is true that the lease of a “circuit” 
does not necessarily involve the exclu- 
sive use of the “line.”’ However, in 
the Transit Commission Case, supra, 
the Supreme Court said in unmistaka- 
ble language that it is immaterial that 
the use is not exclusive when the con- 
tractual arrangement “serves the same 
purpose as would the acquisition of 
such lines by purchase or the construc- 
tion by it of a like extension.” The 
purpose of the Long Island Company 
was to extend its transportation serv- 
ice into a new area or territory not 
theretofore served by it by using the 
railroad tracks belonging to another 
transportation company. The purpose 
of Mackay in the case here was to ex- 
tend its communication service into a 
new area or territory not theretofore 
served by it by using the communica- 
tion tracks of another company. In 
this connection it is interesting to note 
that Mr. Gifford, president of the A. 
T. & T. Co., in discussing the mean- 
ing of the word “circuit” in hearings 
before the House Committee, said: 
“They are the railroad tracks of the 
telephone carrier of communication.” 
When the chairman of the committee 
asked him what objection he had to 
giving the Commission power to ap- 
prove the extension of lines “in a field 
that is already served,” he replied: 
“T do not think I have any objection if 
it were worked out on a practical ba- 
sis.” Apparently Congress left it to 
the Commission to work it out on a 
practical basis by interpreting the word 
“line” to accomplish this purpose. 

In his argument before the Com- 
mission the attorney for Mackay 
sought to distinguish the Transit Com- 
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mission Case, supra, on some theory to 
the effect that the words “‘line of rail. 
road” were comprehensively defined 
in the Interstate Commerce Act, 
whereas the word “line” in the Com- 
munications Act is not defined. Hovw.- 
ever the court’s decision was not based 
on any definition, but seems to rest 
squarely upon the theory that trans. 
portation over the other company’s 
tracks in order to reach a new field 
was “operation” of an extended line, 
In view of this case it would seem that 
the question here involved is settled, 


The attorney for Mackay referred 
to the case of New York Dock Rail- 
way v. Pennsylvania R. Co. (1933) 
62 F. (2d) 1010. If the implications 
from certain dicta in this case were 
such as appear to Mackay’s attorney, 
the case would be in conflict with the 
Supreme Court’s decision in the Trans- 
it Commission Case, supra. But the 
New York Dock Railway Case is not 
in point. The holding of the court 
in that case was that the railroad’s use 
of trucks in connection with “the re- 
ceipt and delivery” of freight is not 
an “extension” of a line of railroad 
in contemplation of § 1 (18) of the 
Interstate Commerce Act, but is mere- 
ly an “accessorial terminal service” 
which may be provided and covered 
by tariff filings, such ‘“‘accessorial 
terminal service by trucks” not being 
a “railroad,” a “line of railroad,” nor 
an “extension of a line of railroad,” 
though it might be within the defini- 
tion of the word “transportation.” 
Furthermore the court expressly noted 
that the railroad company “did not 
intend to invade new territory.” This 
case might provide authority for hold- 
ing that the use of the telephone or the 
employment of messenger boys with 
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bicycles in connection with the deliv- 
ery of telegrams, is a terminal service 
or a delivery service and not an “ex- 
tension” of the carrier’s telegraph line. 
However it is not thought that the 
case may be considered as authority 
for holding that when a carrier ac- 
quires by lease or otherwise the 
facilities of another carrier or the 
tight to use or operate the facilities 
of another carrier in order to extend 
its public telegraph service to an area 
not theretofore served by it, it is 
not extending its line in contempla- 
tion of § 214 of the Communications 
Act of 1934. 

Reference is made to the legisla- 
tive history of § 214 of the act. Ar- 
gument was presented to attach a 
peculiar significance to the fact that 
during the course of its passage 
through Congress, the words “or cir- 
cuit” which appeared after the word 
“line” in the original draft of § 214, 
were deleted. But the hearings and 
reports indicate that the deletion was 
made simply because the word “cir- 
cuit” seemed to have a_ technical 
meaning in the parlance of the tele- 
phone industry, whereas the word 
“line” did not. Apparently the word 
“line” was retained because it had 
no such confusing technical meaning 
and might be given an administrative 
interpretation which would make pos- 
sible the effectuation of the purposes 
of the act. As to those purposes we 
find nothing in the act or in the pro- 
ceedings leading to its adoption which 
does not indicate a legislative intent 
to give this Commission jurisdiction 
with respect to expansions by com- 
munication carriers analogous to and 
coextensive with that of the Inter- 
state Commerce Commission with re- 
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spect to transportation companies. 
The verisimilitude is so strong that 
it may be assumed that § 214 of the 
Communications Act is nothing less 
than the corresponding section of the 
Interstate Commerce Act rephrased to 
apply to communication carriers. Sen- 
ator Dill reporting the bill for the Sen- 
ate Committee stated that: “Varian- 
ces or departures from the text of the 
Interstate Commerce Act are made 
for the purpose of clarification in their 
application to communication, rather 
than as a modification of congression- 
al intent to attain a different object.” 

It is our opinion that the deletion 
referred to was merely to meet a tech- 
nical objection elaborated upon by wit- 
nesses for the Bell System, so as to 
make it perfectly clear that there was 
no intention on the part of Congress 
to limit the right of carriers to make 
full use of their own physical facilities 
by the derivation of as many circuits 
thereon or therefrom as might be pos- 
sible. Therefore it is not our opinion 
that § 214 requires a certificate of con- 
venience and necessity when a com- 
pany of the Bell System rearranges its 
circuits or derives new circuits so as 
to make maximum use of its existing 
facilities, when the result is not an ex- 
tension of a particular company’s serv- 
ice into fields not theretofore served 
by it. Nor are the provisions of this 
section necessarily invoked every time 
one of these companies enters into a 
different contractual arrangement in 
order to more effectively serve an area 
already served by it by some other ar- 
rangement. It is thought that the dis- 
cussions that took place in the course 
of the passage of the act indicate a con- 
gressional purpose to give the Com- 
mission considerable latitude to inter- 
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pret and administer this section in such 
a manner as not to obstruct the fullest 
development of efficiency of operation 
of the various companies in the ter- 
ritory or areas served by them. 

It is earnestly contended that § 214 
does not apply unless new “construc- 
tion” is involved. This theory is not 
tenable in view of the language of the 
section itself which by its very terms 
applies not only to new construction 
but to “acquisition,” “operation,” and 
also to transmissions “over or by 
means of” additional or extended 
lines. Furthermore, the attorney for 
Mackay in his argument before the 
Commission admits and the testimony 
of the witnesses is to the effect that the 
section does apply where the existing 
physical facilities of another carrier 
are acquired by purchase or where 
there is a contract for their “exclusive”’ 
use. 

It is interesting to speculate upon 
the far-reaching effects of the inter- 
pretation here contended for, so far 
as the telegraph industry is concerned. 
It would open wide the door for na- 
tion-wide expansion by a telegraph 
carrier having little or no physical 
facilities of its own, without any pos- 
sible supervision by this Commission 
and though disastrous competition 
might result. It is conceivable that a 
newcomer into the public telegraph 
field might lease idle circuits on every 
line of the Bell System and thereby 
without the necessity of any capital 
expenditure whatever extend its public 
telegraph system to every area in the 
United States by the simple device of 
superimposing such public telegraph 
system upon the existing telephone 
plant. This might or might not mean 
ruin for both Western Union and 
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Postal. It might or it might not be 
in the public interest, but it is hardly 
conceivable that Congress intended to 
permit it unless the Commission should 
first find that it would be in the public 
interest. 

To further illustrate the anomaloys 
results of the interpretation here 
sought, suppose a public telegraph 
company desires to extend its service 
into a new territory not theretofore 
served by it by erecting poles, attach- 
ing thereto crossarms, and stringing 
thereon new wires. It is conceded that 
a certificate under § 214 is necessary, 
Suppose the Commission, after thor- 
ough investigation and public hearing, 
finds that the area or territory to 
which the extension is sought is al- 
ready adequately served by other tele- 
graph companies and that there is not 
enough telegraph business in that area 
to support an additional competitor, 
and for these and other reasons de- 
nies the application. The carrier seek- 
ing to extend its service to this new 
territory could frustrate the Commis- 
sion’s action effectively and completely 
by merely leasing a line or circuit into 
this area, extending thereto its public 
telegraph service after the Commis- 
sion had found that public interests 
do not warrant the invasion of the 
area by another company. 


The courts look with disfavor upon 
a construction of a particular section 
of a law which will defeat or invite 
evasion of the purposes prompting its 
enactment or that will lead to absurd 
or ridiculous results. Manifestly it 
would be absurd to require the Com- 
mission’s approval for a carrier to ex- 
tend its service by contracting for the 
exclusive use of the facilities of an- 
other carrier and not to require such 
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approval if the carrier proposes to ac- 
complish the same purpose by contract- 
ing for the partial use of the same 
facilities. The effect upon the car- 
rier already in the field resulting from 
the invasion of that field by a compet- 
ing carrier is exactly the same. It can 
hardly be assumed that Congress in- 
tended such anomalous results, and it 
is contrary to established canons of 
construction to hold that the act pro- 
duces results not intended by Congress 
unless the language compels such con- 
struction. 

[4, 5] It is contended that the com- 
petitive effect of the proposed invasion 
of a new field is not a matter for con- 
sideration in the administration of § 
2140f the act. In connection with this 
point and also conclusive on the point 
that courts will disregard the precise 
meaning of words when necessary to 
effectuate the purposes of the act, ref- 
erence is made to the case of Piedmont 
& N. R. Co. v. Interstate Commerce 
Commission (1932) 286 U. S. 299, 
307, 76 L. ed. 1115, 52 S. Ct. 541. 
The Interstate Commerce Act provides 
an exception in the case of “Interur- 
ban Electric Railways” which were 
“not a part of a general steam railroad 
system.” A railroad company had un- 
dertaken to extend its service through 
anew territory by operating electrical- 
ly. Technically it was an “electric” 
railway. There was no question of its 
“interurban” operation, and it was 
“not a part of a general steam railroad 
system.” Interpreting these words ac- 
cording to their precise meaning, it 
would appear that the exception was 
properly invoked. However, the court 
had no patience with such literal in- 
terpretation of words as would bring 
this operation within the exception 
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and, looking to the general provisions 
of the act to ascertain the intent of 
Congress, said: 

“Should a new electric transconti- 
nental system be projected, without 
question application for a certificate 
under those paragraphs would be re- 
quired, though here again by mere ver- 
bal interpretation it would be exempt 
from the necessity.” 

The court found that the company 
by reason of its connections would be- 
come a link in a new through route and 
a line of connecting carriers which 
“would be strongly competitive with 
existing trunk lines’ because “in all 
essential respects” the company’s busi- 
ness was conducted “as is the busi- 
ness of the steam freight carriers in 
the territory served. The differences 
in construction, equipment, operation, 
and handling are incidental merely to 
the use of electric motor power in lieu 
of steam.” 

In the Piedmont Case, supra, the 
court referred to the case of Texas & 
P. R. Co. v. Gulf C. & S. F. R. Co. 
(1926) 270 U. S. 266, 70 L. ed. 578, 
46 S. Ct. 263, in which the general 
purpose of the act “to develop and 
maintain an adequate railway system” 
was said to require something more 
than definitions of words employed by 
Congress. In that case a track, 7 
miles long, which would reach into 
territory not theretofore served by the 
railroad and which would “take away 
from a competitor” much of the traffic 
then enjoyed, was held not to be “an 
industrial track” within the exemption 
of Par. (22) of § 1, “although by a 
strict construction it was such.” In 
connection with the contention here 
made that competition is no factor for 
consideration in the administration of 
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§ 214 of the act, we notice that in the 
Texas & Pacific Railroad Company 
Case, supra, the bill of complaint had 
charged that the “operation of the line 
will result in irreparable injury to 
plaintiff because it will divert to the 
Santa Fe traffic which would other- 
wise be enjoyed by the Texas & Pa- 
cific.” To meet this allegation it was 
urged that “it was not the purpose of 
the Interstate Commerce Act, as 
amended, to destroy competition be- 
tween competing systems.’ On this 
issue the Supreme Court made a spe- 
cific finding to the effect that, if en- 
abled to tap directly the field then 
served by the Texas & Pacific, “the 
Santa Fe can secure a part of the 
strictly competitive business’ and 
that “the freight revenues which 
the Santa Fe would thus obtain and 
divert from the Texas & Pacific are 
estimated at more than $500,000 a 
year.” The court observed that “com- 
petition between carriers may result in 
harm to the public as well as benefit ; 
and that when a railroad inflicts injury 
upon its rival it may be the public that 
ultimately bears the loss” and that “the 
act sought, among other things, -to 
avert such losses” and that where the 
proposed trackage “extends into ter- 
ritory not theretofore served by the 
carrier and particularly where it ex- 
tends into territory already served by 
another carrier, its purpose and effect 
are, under the new policy of Congress, 
of national concern.” This case seems 
to answer effectively the contention 
here made that the Commission has 
no jurisdiction to consider the com- 
petitive effect, but is limited to the 
question as to whether or not the ex- 
tension involves improvident expendi- 
tures. See also St. Louis S. W. R. Co. 
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v. Missouri P. R. Co. (1933) 289 y. 
S. 76, 77 L. ed. 1042, 53 S. Ct. 516, 

But it is earnestly contended tha 
the language of the Communication; 
Act indicates a definite and controlling 
congressional purpose to encourage 
and promote competition between tek. 
graph carriers, and that, therefore, the 
matter of protecting the carrier agains 
invasion of its field of service by a 
competitor is not involved in § 214 
though such may be one of the pur. 
poses of the corresponding section of 
the Interstate Commerce Act. As 
heretofore indicated, we think this 
argument is answered by the statute 
itself which expressly gives the Com- 
mission authority to determine not 
only whether or not “construction” of 
an additional or extended line should 
be permitted, but also whether or not 
“operation” or “transmission’’ of mes- 
sages “over or by means of” such line 
will be justified. The sum and sub- 
stance of the argument is that these 
latter expressions should be read out 
of the section. The same contention 
as to the preservation of competition 
was made in the case of Mackay Radio 
& Teleg. Co. v. Federal Communica- 
tions Commission (1938) decided by 
the United States court of appeals for 
the District of Columbia, 97 F. (2d) 
641. The court recognized that com- 
petition may be good or it may be 
bad, quoting with approval from the 
Texas & Pacific Railroad Case, supra, 
to the effect that competition may re- 
sult in harm to the public as well as 
benefit. Reference is also made to 
the case of Texas & N. O. R. Co. v. 
Northside Belt R. Co. (1928) 276 
U. S. 475, 72 L. ed. 661, 48 S. Ct. 361. 
We cannot read these cases without 
concluding that the twofold purpose 
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RE MACKAY RADIO & TELEGRAPH CO. 


of the corresponding provision of the 
Interstate Commerce Act is definitely 
involved in § 214 of the Communica- 
tions Act; to wit (1) to prevent a 
carrier from weakening itself by con- 
structing or acquiring or operating 
superfluous lines, and (2) to protect a 
carrier from being weakened by an- 
other carrier operating a competing 
line not required in the public interest. 
As to the theory that two carriers are 
necessarily better than one, the court 
said in the Mackay Radio & Telegraph 
Company Case, supra, at p. 643 of 97 
F, (2d) 641: 

“Such a belief would be as strange 
as a belief that two telephone systems 
or two railroads are necessarily better 
than one. It is obvious that two con- 
cerns are sometimes worse than one. 
Sometimes the traffic will not support 
two; and even when it will, there may 
be inadequate individual and social 
compensation for the waste of duplica- 
tion.” 

The theory that the dominant pur- 
pose of the Congress was to preserve 
competition between telegraph carriers 
was rejected in the following lan- 
guage : 

“The Communications Act forbids 
competition by all who cannot prove 
that their entry will serve the public 
interest, convenience, and necessity.” 

In view of the similarity between 
§ 214 of the Communications Act and 
§ 1 (18) of the Interstate Commerce 
Act, under familiar rules of statutory 
construction the court had the right 
and the Commission has the right to 
assume that Congress adopted the 
language of § 214 in the light of the 
interpretation which the courts had 
put upon the parent section in the In- 
terstate Commerce Act. 
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Weare of the opinion that all the ar- 
guments and theories advanced as to 
the precise meaning of the words 
“line” and “circuit” lead to one inevit- 
able result. The statute employs the 
word “line.” Whatever this word 
may mean it is uncontroverted in the 
record that Postal owns a telegraph 
“line” between Washington and Balti- 
more. The record affirmatively shows 
that under the contract here involved 
Mackay is “operating” or “engaging 
in transmission over or by means 
of” Postal’s telegraph “line” between 
these points. So far as Postal is con- 
cerned it may be an old line and in no 
sense an “additional of extended line,” 
but so far as Mackay is concerned, it 
is an “additional” or “extended line,” 
one it did not have the use of before, 
just as “additional” and just as “ex- 
tended” as if Mackay had constructed 
it, acquired it by purchase or contract- 
ed for its exclusive use. 


Conclusions 


After careful consideration of the 
entire record, including the oral ar- 
gument and briefs, the Commission is 
of the opinion and so finds: 

That the motion to dismiss the pro- 
ceedings is without merit. It is, there- 
fore, overruled. 

We further find that the objections 
to certain portions of the stipulated 
facts are not well taken. They are, 
therefore, overruled. 

We further find that the extension 
by the Mackay Radio and Telegraph 
Company of its public telegraph serv- 
ice between Washington, D. C., and 
Baltimore, Maryland, by using facili- 
ties leased from Postal Telegraph- 
Cable Company is an extension in con- 
templation of § 214 of the Communi- 
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cations Act of 1934 requiring a cer- 
tificate of convenience and necessity. 
We further find that the operation by 
Mackay Radio and Telegraph Com- 
pany of the facilities leased from Pos- 
tal Telegraph-Cable Company between 
these points and the transmission of 
messages over or by means of these 
facilities without first securing a cer- 
tificate of convenience and necessity 
is, has been, and, if continued, will 
be, in violation of § 214 of the Com- 


Mackay Radio and Telegraph Com. 
pany is here given thirty days from the 
date of this report in which to file with 
this Commission its application under 
§ 214 of the Communications Act of 
1934 as herein interpreted by the Com. 
mission. 

The record here indicating no im. 
mediate necessity for additional rules 
and regulations in connection with the 
administration of § 214 of the act, 
this question will be reserved for the 


munications Act. further study of the Commission. 





FEDERAL COMMUNICATIONS COMMISSION 


Re Southwestern Bell Telephone Company 


[Docket No. 4495.] 


Interstate commerce, § 25 — What constitutes — Telephone lines — Primary or 
incidental use. 


1. Jurisdiction of the Federal Communications Commission with respect 
to the construction of telephone toll lines is not limited to such toll facilities 
as are intended to be used primarily for interstate service; preponderance 
of use is not a proper test for the classification of property as interstate or 
intrastate, p. 307. 


Interstate commerce, § 25 — What constitutes — Telephone toll lines — Physical 
continuity. 
2. Physical continuity of interstate connection is not the controlling test 
in determining whether telephone toll lines to be used for the transmission 
of messages interstate are interstate facilities over which the Federal Com- 
munications Commission has jurisdiction, p. 308. 


Certificates of convenience and necessity, § 5 — Jurisdiction of Federal Commis- 
sion — Construction of telephone toll facilities. 
3. The Federal Communications Commission has jurisdiction over the 
construction of telephone toll facilities to be used in interstate commerce 
although actual physical construction does not extend across state lines and 
the new construction consists of the addition of cross-arms and wires added 
to existing pole lines, p. 309. 
Certificates of convenience and necessity, § 53.4 — When required — Interstate 
telephone facilities. 
4. Approval of the Federal Communications Commission must first be 
secured before a telephone company supplements existing facilities between 
points already served by adding cross-arms and wires to existing pole lines 
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for use in interstate commerce although no certificate of convenience and 
necessity is required because the construction does not involve an extension 
into a territory not previously served by the carrier, p. 309. 


[December 5, 1938.] 


NVESTIGATION of construction and operation of additional toll 
lines; Commission jurisdiction asserted. 


APPEARANCES: Harvey Hoshour 
and Frank Quigley, on behalf of the 
American Telephone and Telegraph 
Company; Earl H. Painter and 
George B. Whissell, on behalf of 
Southwestern Bell Telephone Com- 
pany; John E. Benton and Clyde S. 
Bailey on behalf of the National As- 
sociation of Railroad and Utilities 
Commissioners. 


By the Commission (Payne, Com- 
missioner, not participating) : On De- 
cember 21, 1936, the American Tele- 
phone and Telegraph Company, here- 
inafter referred to as the A. T. & T. 
Company, filed its application for au- 
thority to supplement its existing facil- 
ities between Dallas, Texas, and 
Houston, Texas, and between Dallas, 
Texas, and San Antonio, Texas. It 
was stated in the application that the 
Southwestern Bell Telephone Com- 
pany, hereinafter referred to as the 
Southwestern Bell, was constructing 
additional facilities for service be- 
tween these points, and that the A. T. 
& T. Company’s supplemental facilities 
would be constructed along with the 
additional facilities being constructed 
for the Southwestern Bell. 

On February 17, 1937, the A. T. & 
T. Company was informed that its ap- 
plication would be held pending the re- 
ceipt of an application from the South- 
western Bell with respect to the con- 
struction of the additional facilities by 
[20] 
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that company for its own use. The 
Commission thereupon called upon the 
Southwestern Bell to advise whether 
or not it proposed to file an application 
for authority to supplement its exist- 
ing facilities between the points men- 
tioned. On February 25, 1937, the 
Southwestern Bell advised the Com- 
mission that the facilities it was con- 
structing for itself were wholly intra- 
state and that, therefore, no applica- 
tion under § 214 of the Communica- 
tions Act of 1934 would be filed. 


On March 17, 1937, the application 
of the A. T. & T. Company was grant- 
ed by the Commission. On the same 
date, the Commission instituted an in- 
vestigation on its own motion, direct- 
ing both the A. T. & T. Company and 
the Southwestern Bell to file with the 
Commission a statement of the facts 
and a brief of the law upon which they 
relied to support the position that the 
Commission had no jurisdiction over 
the construction undertaken by the 
Southwestern Bell for its own use. 
Such a statement and brief on behalf 
of the two companies was filed with 
the Commission on April 30, 1937. 

The National Association of Rail- 
road and Utilities Commissioners was 
granted leave to intervene and file a 
statement of its position with respect 
to the matter. Such statement was 
filed with the Commission on June 22, 
1937. 

The facts in the case appear in the 
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respective statements of the two com- 
panies and of the association. 

The Southwestern Bell owns and 
operates facilities which are used in 
exchange telephone service through- 
out the states of Missouri, Kansas, 
Oklahoma, Arkansas, and Texas, ex- 
cept in El Paso county, Texas, and in 
that part of Illinois in and around 
East St. Louis. It owns and operates 
a unified system of toll lines through- 
out the territory served by its tele- 
phone exchanges. This company also 
participates in telephone toll service 
between points in its territory and 
points in other parts of the country, 
through connections with other tele- 
phone companies, including the A. T. 
& T. Company. 

Both the A. T. & T. Company and 
the Southwestern Bell are interstate 
carriers subject to the jurisdiction of 
the Federal Communications Commis- 
sion to the extent and for the purposes 
defined and provided in the Communi- 
cations Act of 1934. The South- 
western Bell, is subject to the jurisdic- 
tion of a regulatory Commission in 
each of the states above-mentioned ex- 
cept Texas, with respect to exchange 
and intrastate toll facilities and serv- 
ices. In the state of Texas this com- 
pany is subject to the jurisdiction of 
the various municipalities with respect 
to the rates for exchange services with- 
in the municipalities. At the end of 
the year 1936, the last calendar year 
preceding the institution of this in- 
vestigation, the Southwestern Bell 
owned and operated 703 exchanges, 
distributed as follows: Missouri, 89; 
Kansas, 100; Illinois, 6; Oklahoma, 
145; Arkansas, 85; and Texas, 278. 
It also owned and operated an exten- 
sive network of toll lines connecting 
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its 703 exchanges with each other and 
with 2,842 exchanges of its connect- 
ing companies, located in these and 
other states. 

The Southwestern Bell owns and 
operates 273,538 miles of toll wire in 
the state of Texas. Its connecting 
carriers in that state operate 39,378 
miles of toll wire. The combined 
mileage of 312,916 connects the 278 
exchanges of that company in the 
state of Texas with 819 exchanges of 
connecting companies in that state. 
The regional toll lines of the A. T. & 
T. Company throughout the several 
states served by the Southwestern Bell 
are available for service originating or 
terminating in Southwestern Bell ex- 
changes in Texas. 

A recent study indicates that less 
than 6 per cent of the messages origi- 
nating in Texas and handled over the 
Southwestern Bell’s lines are inter- 
state. The major part of the business 
of the company is local exchange serv- 
ice. Next in volume is its intrastate 
toll service. Least in volume is its in- 
terstate toll service. 

The Southwestern Bell has for 
many years owned and operated toll 
lines between Dallas and Houston, 
Texas, and between Dallas and San 
Antonio, Texas. The pole line con- 
struction and the wire line construc- 
tion between these cities are parts of 
the regional pole line and wire line 
system of the Southwestern Bell serv- 
ing the territory including the states 
hereinabove mentioned. 

The Southwestern Bell has added 
one cross-arm and six wires to its 
poles between Dallas and Houston, 
and between Dallas and San Antonio, 
and is engaging in transmission of 
messages over or by means of such ad- 
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ditional or supplemental facilities. In 
connection with the new construction 
program, the A. T. & T. Company 
arranged to have the Southwestern 
Bell provide for it two new wires upon 
the new cross-arms mentioned. The 
new construction for both companies 
is on the existing pole equipment and 
facilities of the Southwestern Bell. 

The A. T. & T. Company concedes 
that its new facilities constitute parts 
of its interstate lines and, therefore, 
supplement its existing facilities. The 
Southwestern Bell contends that its 
new, additional, or supplemental fa- 
cilities will terminate on switchboards 
within the state of Texas, but admits 
that it will use some or all of the new 
or additional facilities for the trans- 
mission of interstate messages. It es- 
timates that not more than 10 per cent 
of its traffic over the new facilities will 
be interstate. 

It has not been contended that the 
wires carried by the Southwestern 
Bell’s poles between Dallas and San 
Antonio, and between Dallas and 
Houston, prior to the new construc- 
tion, were not a part of the interstate 
system of the Southwestern Bell, and 
it is not apparent to the Commission 
that the service to be performed by 
use of the new or additional wires will 
be distinguishable in any material re- 
spect from the service performed by 
the use of the facilities existing prior 
to the supplemental construction in- 
volved herein. It is not denied that 
the Southwestern Bell’s existing lines 
between Dallas and San Antonio, and 
between Dallas and Houston, were 
used by that company to carry its in- 
terstate traffic and, therefore, were a 
part of its interstate lines. There is 
nothing in the record here to indicate 


307 


that the interstate character of these 
lines will be changed by reason of the 
additional or supplemental facilities 
here involved. 

[1] There is nothing in the record 
to indicate that the new or additional 
facilities will be isolated or separated 
from or will exist apart from the in- 
terstate facilities of the Southwestern 
Bell. For aught appearing, these new, 
additional, or supplemental facilities 
will become a part of the unified sys- 
tem of the Southwestern Bell’s toll 
lines, which serve several states. We 


are not impressed with the theory that 
they constitute a line within a single 
state which is not at the same time a 
part of an interstate line, since it is 
conceded that they are to be used, to 
an undetermined extent, for the trans- 
mission of messages interstate. 


We find no authority for the theory 
advanced by the telephone companies 
to the effect that this Commission 
should regard its jurisdiction with re- 
spect to the construction of a new line 
or the extension of any line as being 
limited to such toll facilities as are in- 
tended to be used “primarily” for in- 
terstate service. Congress provided 
no such test. It could have done so 
if it had so desired. Quite probably, 
one reason for the absence from the 
act itself of such a test is that it would 
be no test. It is doubtful whether 
the companies themselves, or the Com- 
mission, can arbitrarily fix a line to 
distinguish between that service which 
is “primary” and that which is “sec- 
ondary” or “incidental.” If such were 
practical, we know of nothing to pre- 
vent a carrier constructing a line for 
“secondary’”’ use in handling interstate 
messages, from later, to meet changed 
conditions or for other reasons, find- 
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ing it necessary or convenient to use 
the new line “primarily,” or even ex- 
clusively, for interstate traffic. The 
result would be complete frustration 
of whatever purpose the Congress may 
have had in mind in framing the pro- 
vision of the act here involved. We 
find no authority of law to support the 
theory that “preponderance of use” is 
a proper test for the classification of a 
carrier’s property as interstate or in- 
trastate for the purpose of determin- 
ing jurisdiction. In Spokane & In- 
land Empire R. Co. v. United States 
(1916) 241 U. S. 344, 350, 60 L. ed. 
1037, 36 S. Ct. 668, in connection with 
this point, the court said: 

Ss the inevitable result of sus- 
taining the contention would be to 
put it in the power of a railroad, by 
operating a train for a trifling distance 
over tracks within the exception, to 
thereby secure the right thereafter to 
operate such train over long distances 
without regard to compliance with the 
safeguards of the statute which other- 
wise would be controlling.” 

At page 15 of the brief filed here- 
in by the A. T. & T. Company and 
the Southwestern Rell, reference was 
made to the case of Western & A. R. 
Co. v. Georgia Pub. Service Commis- 
sion, 267 U. S. 493, 69 L. ed. 753, 
P.U.R.1925D, 100, 45 S. Ct. 409, 
and with respect to the decision in 
that case the following comment was 
made: 

“The court there held that the fact 
that 85 per cent of the business done 
on a railroad switch track is interstate 
does not bring the question of aban- 
donment of the track within the juris- 
diction of the Interstate Commerce 
Commission.” 

This case involved the question as to 
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whether or not a particular track was 
within the exception provided by § | 
(22) of the Interstate Commerce Act, 
as to “spur, industrial, train, switch- 
ing, or sidetracks, located or to be lo- 
cated wholly within one state.” If, 
as apparently contended here, “pre- 
ponderance of use” is no test as to 
whether or not a particular railroad 
track is within the exception to re- 
quirements of a section of the Inter- 
state Commerce Act, we are unable to 
appreciate the logic of the contention 
that such a test should be applied in 
determining whether or not the con- 
struction of a particular communica- 
tion track is subject to the positive 
requirements of a section of the Com- 
munications Act. If preponderance 
of use does not make a switch track 
“interstate,” then it is hardly reason- 
able to say that preponderance of use 
will render “intrastate” a facility ad- 
mittedly employed in the interstate 
transmission of messages. 

[2] We are unable to bring our- 
selves to adoption of the theory that 
physical continuity of interstate con- 
nection is the controlling test. Wires 
which are not welded, or otherwise 
continuously and permanently connect- 
ed, may readily be connected either by 
hand or by automatic device, and when 
they are connected by switch or other- 
wise so as to form a continuous com- 
munication channel extending across 
state lines, over or by means of which 
interstate messages are transmitted, 
for all practical communication pur- 
poses the effect is the same as if the 
switch were removed and the ends of 
the wires permanently connected. The 
adoption of the test suggested by the 
companies would leave entirely to their 
discretion the matter of the classifica- 
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tion of the carrier’s facilities. They 
could convert all toll lines into intra- 
state lines by the simple device of sev- 
ering the lines at convenient points 
and installing switch conections in 
lier of permanent connections. The 
character of toll lines, whether inter- 
state or intrastate, would depend upon 
the position of the switch, whether 
open or shut. We are acquainted with 
no course of legal reasoning that would 
justify such a test for determining the 
character of toll line facilities. 

If companies themselves have the 
discretion to determine, for the pur- 
poses of § 214 (a) of the act, whether 
new facilities, admittedly used in some 
degree for interstate transmission of 
messages, are or are not interstate fa- 
cilities, it will be difficult and embar- 
rassing, if not impossible, for the Com- 
mission to exercise the power express- 
ly given to it by § 221 (c) of the act 
to classify the property of telephone 
companies “and determine what prop- 
erty of said carrier shall be considered 
as used in interstate or foreign tele- 
phone toll service.” In view of the 
latter section we cannot attribute to 
Congress an intent to leave with the 
carrier the discretion to determine the 
corresponding question involved in 
the administration of § 214 (a) of the 
act, and to base that determination on 
whether or not interstate use is made 
possible by operation of a switch or 
similar device. 

The Commission has jurisdiction 
over all interstate toll rates, as well as 
over the classification of interstate toll 
facilities. The toll plant of a carrier 
is usually segregated from the ex- 
change plant for accounting purposes. 
In the presentation of a rate case the 
law requires that interstate toll plant 
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be segregated from the intrastate toll 
plant. Smith v. Illinois Bell Teleph. 
Co. (1930) 282 U. S. 133, 75.L. 
ed; 255, P-U.R.ISSIA, 1, 514 S.C. 
65. 

[3, 4] It is contended, and agreed, 
that no construction should be placed 
upon § 214 (a) of the act which would 
result in an invasion by this Commis- 
sion of the jurisdiction of state Com- 
missions. No such invasion is in- 
volved here. Section 221(b) of the 
Communications Act provides that this 
Commission shall not have jurisdiction 
with respect to charges or facilities 
in connection with wire telephone ex- 
change service in any case where such 
matters are subject to regulation by a 
state Commission or by local govern- 
mental authority. Nor is there any 
conflict between § 214(a) of the act 
and § 2 (b) (1) of the act. It is not 
necessary to read either of these sec- 
tions out of the act. Each is given a 
definite field of operation. Section 2 
(b) (1) exempts from the Commis- 
sion’s jurisdiction, charges, classifica- 
tions, practices, services, facilities, or 
regulations for or in connection with 
intrastate communication service of 
any carrier. However, if the services 
and facilities of the carrier are inter- 
state, then § 214 (a) of the act is ap- 
plicable. 

As to the so-called “physical line 
plant” theory advanced in the brief 
filed by the telephone companies, ac- 
cording to which it is contended that 
actual physical construction must ex- 
tend across state lines before § 214 
of the act may be invoked, reference 
is made to the case of Transit Com- 
mission v. United States (1933) 289 
U.S. 121, 77 Lod. 1075, 53S. Ce. 
536, and to our decision of this date in 
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the matter of Mackay Radio and Tele- 
graph Company’s acquisition and op- 
eration of a line or circuit extending 
from Washington, D. C., to Balti- 
more, Maryland (Docket No. 4124 
[26 P.U.R.(N.S.) 289, ante].) With- 
out repeating what we said in that 
case, we reaffirm the interpretation 
placed upon § 214 of the act in that 
decision. 

After careful consideration of the 
entire record, including the briefs and 
statements of fact filed by the com- 
panies and by the National Association 
of Railroad and Utilities Commission- 
ers, it is the opinion of the Commis- 
sion, and we so find, that the South- 
western Bell Telephone Company is 
an interstate carrier subject to the ju- 
risdiction of the Commission; that 
the toll facilities of the company used 
for the transmission of interstate mes- 
sages are subject to the jurisdiction of 
the Commission; that the new con- 
struction involved in this case, con- 
sisting of cross-arms and wires, un- 
dertaken by that company, is within 
the Commission’s jurisdiction under 
the provisions of § 214 (a) of the 
Communications Act of 1934; that 
said construction is not such a line as 
is contemplated by the first exception 
in the first proviso of said section, but, 
on the contrary, “constitutes part of 
an interstate line” ; that said construc- 
tion is not such a line as is described 
in the second or third exception of the 


first proviso of said § 214 (a); ang 
that the construction and installation 
of the new facilities of the South. 
western Bell Telephone Company in. 
volved herein, was “the supplementing 
of existing facilities” for which ay. 
thority should have been requested of 
this Commission pursuant to the last 
proviso of § 214 (a) of the act. 

It appears that the new construction 
involved has been completed and the 
facilities have been placed in operation, 
and there is nothing to indicate that 
the result is calculated to affect ad- 
versely the public interest. There is 
involved here merely the supplement- 
ing of existing facilities between points 
already served by the carrier, for 
which the formality of a certificate 
of convenience and necessity is not re- 
quired, but for which Commission ap- 
proval should first have been secured. 
The case does not involve the exten- 
sion of service into a territory not 
theretofore served by the carrier, such 
as is involved in the case of the Mac- 
kay extension between Baltimore and 
Washington (Docket No. 4124), re- 
ferred to supra. Therefore no good 
purpose will be: served by additional 
requirements with respect to the par- 
ticular facilities here involved. How- 
ever, the Southwestern Bell Telephone 
Company is here called upon hereafter 
to comply with the requirements of 
§ 214 (a) of the Communications Act 
of 1934 as herein interpreted. 
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NEW YORK DEPARTMENT OF PUBLIC SERVICE, STATE DIVISION, 
PUBLIC SERVICE COMMISSION 


Re New York Telephone Company 


[Case No. 9164.] 


Rates, § 568 — Hotel telephones — Overtime on local calls. 
1. Hotels should be prohibited by appropriate tariff regulation from charg- 
ing for overtime on local calls from guest rooms, or other telephones con- 
nected to the hotel private branch exchange switchboard, to telephones 
outside the hotel, except on calls for which the hotel is charged for over- 
time by the telephone company, p. 312. 


Rates, § 568 — Hotel telephones — Burden of expense — Incoming and out- 
going calls. 
2. Charges by hotels on outgoing telephone calls sufficient to cover expense 
of incoming calls are not just or reasonable, although it may be that a 
charge should be made for each outgoing call sufficient in general to pay 
the cost of the service which the hotels provide for outgoing calls, p. 316. 


Rates, § 568 — Hotel telephones — Toll service. 
3. Some charge may reasonably and justly be allowed for the service pro- 
vided by hotels in connection with telephone toll service, p. 316. 


Rates, § 568 — Hotel telephones — Special private branch exchange schedule. 
4. A telephone company should eliminate from its tariff a special hotel 
private branch exchange schedule applicable in districts where flat-rate busi- 
ness service is rendered and extend to all districts the application of its 
private branch exchange service schedule now applicable only in districts 
where business individual line message rates are quoted, p. 317. 

Discrimination, § 167 — Commission paid hotels — Telephone service. 
5. Hotels which receive a commission from a telephone company have an 
advantage as compared with hotels which do not receive a commission and, 
conversely, hotels which do not receive a commission are subjected to a 
disadvantage, in violation of the statutory prohibition against preferences, 
advantages, and rebates; and such discrimination should be eliminated, p. 
318. 

Rates, § 568 — Hotel telephones — Public telephones. 


6. The same rate should apply for the use of lobby public telephones in 
hotels whether they are operated by the hotel or by the telephone company, 
since the service rendered is practically the same, p. 319. 


(Brewster, Commissioner, dissents. ) 
[November 30, 1938.] 


ppp on motion of Commission as to rates, charges, 
tolls, rules, regulations, and practices of a telephone company 
with respect to service rendered to and through hotels; revisions 
ordered. 
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APPEARANCES: Gay H. Brown, 
Counsel (by John T. Ryan, Assist- 
ant Counsel), for the Public Service 
Commission; Campbell & Boland 
(by Charles J. Campbell and Charles 
G. Boland) Attorneys, New York 
city, for the New York State Hotel 
Association and Hotel Association 
of New York city; Maurice Char- 
trand, Montreal, Canada, Auditor 
for the Mount Royal Hotel; Ed- 
ward L. Blackman, New York city, 
Trial Counsel for the New York Tele- 
phone Company; Edward W. Beattie, 
New York city, General Attorney for 
the New York Telephone Company; 
Arthur D. Welch, New York city, 
Assistant Vice President, New York 
Telephone Company; John H. Ma- 
chan, New York city, Attorney for the 
New York Telephone Company; 
James J. McCoy, New York city, for 
the Utilities Consultants, Inc. 


By the Commission: This investi- 
gation was instituted by the Commis- 
sion following the receipt of several 
complaints against the so-called “serv- 
ice charges’ in addition to estab- 
lished telephone rates made by hotels 
for calls placed from guest room or 
other telephones connected to the ho- 
tel private branch exchange switch- 
board. 

At the first hearing there were 
placed in evidence by the Commission’s 
chief telephone engineer schedules of 
the service charges made by some 
eighty hotels. While there was some 
variation in the amounts of the serv- 
ice charges by the hotels, the fol- 
lowing is representative of the aver- 
age: 
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Hotel 
Service Charge 


Telephone Company’s 
Toll Charge 


Up to 
$ .55 to 


During the progress of the investi- 
gation a uniform schedule of service 
charges sponsored by the Hotel As. 
sociation was adopted by many hotels 
and notices containing the schedule 
posted in guest rooms. This new 
schedule, which follows, is very nearly 
the same as the average of service 
charges previously in effect: 


Hotel 
Service Charge 


Telephone Company’s 
Toll Charge 


The charge for local calls from 
guest room or other telephones con- 
nected to the hotel private branch ex- 
change switchboard to telephones out- 
side the hotel quite uniformly is 10 
cents. This is specified in the tele- 
phone company’s tariff as the maxi- 
mum charge which hotels can make for 
local calls. The hotel service charges 
on toll calls are not provided for in 
the telephone company’s tariff. 

[1] The Commission has received 
complaints also against the practice of 
some hotels, particularly residential 
hotels, of charging their guests for 
overtime on local calls. A local call 
is defined in the telephone company’s 
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tariff as a message five minutes or less 
in duration between telephones within 
the same local service area. However, 
it is not the telephone company’s gen- 
eral practice to time local calls or to 
make charges for overtime on local 
calls from hotels. Hotels should be 
prohibited by appropriate tariff regula- 
tion from charging for overtime on 
local calls except on calls for which the 
hotel is charged for overtime by the 
telephone company. 

Counsel for the Hotel Association 
asserted that the telephone service pro- 
vided by hotels for their guests is more 
elaborate than the service provided by 
the telephone company at subscriber or 
public telephones. Among these extra 
services, secretarial in nature, general- 
ly provided by the hotels are the fol- 
lowing : 

1. If the number called by a guest is 
busy, the hotel operator, upon request, 
will continue to call the number until 
it is available and then connect the 
guest with the desired number. 

2. Upon request from a guest the 
hotel operator will withhold incoming 
calls during periods when the guest 
does not wish to be disturbed. 

3. Upon advice from a guest that he 
will be absent temporarily from the 
hotel, the hotel operator will ad- 
vise calling parties at what time the 
guest will return or will give any 
other information which the guest de- 
sires, 

4. If a guest who has left no in- 
structions does not answer an incom- 
ing call and the calling party wishes to 
leave a message, the message is taken 
and transmitted to the guest upon his 
return. 

These extra telephone services per- 
formed by hotels obviously are a con- 


venience and require additional ex- 
pense. 


Hotel Telephone Costs and Revenues 


There was placed in evidence by the 
Hotel Association the results of an 
exhaustive study of the costs to hotels 
of their telephone service and an allo- 
cation of such costs between guest and 
management use. This study was 
made for eighteen hotels selected as 
representative of the various classes 
of commercial and residential hotels. 
Fourteen of the hotels studied are in 
New York city and one each in Buf- 
falo, Syracuse, Albany, and Bingham- 
ton. Of the fourteen New York city 
hotels, eleven are commercial hotels of 
various sizes, and three are residential. 
The four upstate hotels are commer- 
cial. 

The telephone equipment and serv- 
ice in hotels is divided between two 
major uses—the interior and outside. 
Interior service consists of calls be- 
tween guests, between guests and ho- 
tel departments, and between hotel de- 
partments. Outside service is made 
up of outgoing and incoming local and 
toll calls of guests and of management. 
In the evidence submitted by the Hotel 
Association the costs of all interior calls 
and of outside calls of the management 
were allocated as costs which should 
be borne by the hotel as operating ex- 
penses. The costs of guests’ outside 
calls, both outgoing and incoming, 
were segregated for comparison with 
the telephone revenue received from 
guests. In this manner the profit or 
loss to the hotels was determined. 

The revenue received by the hotels 
for guest outside service consists of 
the telephone company’s tariff charges 
for local and toll messages, plus the 
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service charges made by the hotels. 
The principal costs of hotel telephone 
service, with the relative importance 
of each item (using the Hotel Lincoln, 
New York city, as an example), are 
as follows: 


Local and toll message charges by the 
telephone company 

Rental charges paid to the telephone 
company for switchboards, central 
office trunks, extension stations, and 
miscellaneous equipment 25.3% 

Wages and meals of hotel switchboard 
operators 

A portion of the wages of personnel en- 
gaged in posting and auditing charges 

Amortization of installation charges of 
central office trunks and extension 
stations and of the cost of conduits 
and pneumatic tube, teletypewriter, 
and charge posting equipment 

Stationery for recording charges and 
messages 

Rental value of switchboard space .... 

Telephone department supervision ex- 
pense 

Sales and utility taxes 


A% 
2.4% 


The allocation of these costs as be- 
tween (1) guest outside service, and 
(2) management outside service and 
all interior calls was based upon a 
traffic survey made at each of the 
eighteen hotels. 

The following table 


shows. the 


monthly telephone expenses allocated 
to guest outside service, the monthly 
revenue from such service, the month. 
ly profit or loss which the hotels make 
on their guest outside service and the 
monthly amounts of service charges, 
The revenue amounts include hotel 
service charges as they were prior to 
the standardization which occurred 
during the progress of this investiga- 
tion. 

The service charges set forth in the 
foregoing schedule consist of the sery- 
ice charges on guest toll calls and the 
5-cent differential between the public 
telephone rate of 5 cents for local calls 
and the 10-cent charge made by hotels, 
In addition, there accrues to the hotels 
the difference between the 5-cent public 
telephone charge for local calls and an 
average charge by the telephone com- 
pany to hotels of about 3.8 cents under 
its message rate tariff. As an example 
of the division of revenues from guest 
telephone service, the telephone reve- 
nues of the first hotel on the list were 
$4,800.59, of which the telephone com- 
pany received $2,627.62, leaving for 


Profit Service 


Telephone 
Revenues 


$4,800.59 
706.82 
4,693.46 
20,364.20 
7,775.69 
13,190.36 
8,803.66 
4073.83 
28,150.83 


Telephone 
Expenses 


$4,964.94 


or Loss 


$—164.35 
—202.99 
—333.96 
+671.80 
+470.29 
+143.54 
+154.29 
—781.20 
+1,276.97 
—591.22 
—214.69 
—297.12 
—112.91 
—150.67 


Charges 


$1,832.66 
261.39 
1,525.87 
5,983.55 
2:58.32 
4,160.57 
2,400.72 
1,382.70 
7,051.97 
947.62 
267.38 
477.16 
350.54 
551.60 


New Vork City Hotels 


New Yorker 
Park Central 
Pennsylvania 
Roosevelt 

Taft 
Waldorf-Astoria 
St. George 


1,271.88 


Upstate Hotels 
Statler, Buffalo 
DeWitt Clinton, Albany 
Onondaga, Syracuse 
Arlington, Binghamton 


1,678.05 
"308.74 
306.18 
206.01 


7,343.71 

2,918.74* 
1,540.52* 
1,237.68* 


— 71.62 
+332.65 
+310.84 
+ 66.82 


* Includes 20% commission on local and toll messages. 
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the hotel $2,172.97. Thus the tele- 
phone company received $2,627.62 for 
handling messages between the switch- 
board in the hotel and subscribers 
wherever they were situated. This 
covers the cost of providing and main- 


Cost to Hotels 
of All Guest 
Outgoing Service 


New York City Hotels 
Lincoln 
Bristol 
McAlpin 
New Yorker 
Park Central 
Pennsylvania 
Roosevelt 
Taft 
Waldorf-Astoria 


Upstate Hotels 


Statler 

DeWitt Clinton 
Onondaga 
Arlington 


Totals 


taining an elaborate system of connec- 
tions to the local exchange, all of the 
equipment therein, all of the lines to 
other exchanges, their equipment, and 
then lines to the other telephone users 
who were communicating with the 
guests in the hotel. But the hotel re- 
ceived over 80 per cent of what the 
telephone company received merely for 
the little system provided in the hotel. 

Of course, the relationship is not the 
same for every hotel. In some cases, 
the hotel received only about 40 or 
50 per cent; in others, over 80 per 
cent; but the average is between 50 
and 60 per cent. These large percen- 
tages suggest that there must be some- 
thing unusual in the methods of al- 
locating costs or something peculiar in 
the principles that are followed. Light 
is thrown upon the subject when it is 
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$19,828.42 


noted that the hotel service charges on 
local messages alone exceed the hotel 
cost of handling all outgoing service 
to guests, taking all of the hotels as a 
group. The figures for the various 


hotels are given in the following table: 
Hotel Service Profit (+) 
Charges on 

Local Messages 
$1,101.87 
193.11 
1,036.83 
3,559.23 
1,769.42 
2,541.30 
1,413.83 
1,019.56 
3,910.83 
768.60 
246.53 
373.09 
281.08 
482.36 


21.93+ 
182.54+ 


999.28 341.73— 


204.88 
196.84 
101.20 


$20,199.84 $371.42+ 


As the outgoing service includes not 
only local messages but toll messages 
as well, it clearly appears that the hotel 
service charges on local messages are 
in excess of the alleged cost of the 
service furnished by hotels in connec- 
tion with such messages. It will be 
seen later, where the rates given by the 
telephone company are quoted at some 
length, that the amount paid to the 
telephone company per local call is gen- 
erally appreciably less than 5 cents. 
The amount collected by the hotels, 
disregarding any charge for overtime, 
is 10 cents. Thus the hotel receives 
about 6.2 cents where the average paid 
to the telephone company is about 3.8 
cents. In such cases, the hotel receives 
nearly twice as much for the service it 
renders in connection with the local 
messages as the telephone company 
26 P.U.R.(N.S.) 





NEW YORK DEPARTMENT OF PUBLIC SERVICE 


does for all of the extended service it 
renders. 

[2] From the foregoing analysis, it 
also appears that the hotels are en- 
deavoring by their system of charges 
to make their guests pay the cost (as 
allocated by the hotels) of handling 
all incoming telephone service through 
the charges they make on all toll out- 
going service and this is the nub of the 
matter. 

The question presented by this phase 
of the case is, therefore, whether a 
schedule of rates is just and reasonable 
which in one class of telephone sub- 
scribers levies charges upon outgoing 
messages in order to pay the cost of 
caring for incoming messages as well. 
The hotels contend that they are en- 
titled to charge every guest who makes 
an outgoing call a sufficient amount 
upon this class of service to pay for 
the cost of service in connection with 
incoming calls. 

This principle is entirely contrary to 
all of the other schedules of telephone 
rates. When a subscriber pays for in- 
dividual line service, whether it be 
residential or business and whether it 
be upon the flat rate or message rate 
basis, he pays for the privilege of 
making outgoing calls. He is not 
charged for any incoming calls. He 
may have no incoming calls or he may 
have hundreds of incoming calls in 
amonth. So far as incoming calls are 
concerned, his rate remains unchanged 
and he pays no more if he has a hun- 
dred incoming calls in a month than if 
he had one incoming call. 

In the case of hotels, the Commis- 
sion is asked to approve an entirely 
different method of charge and to per- 
mit hotels to charge an outgoing tele- 
phone user with a sufficient amount to 
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cover incoming calls not to him alone 
but to all guests in the hotel. 

This does not seem just or reason- 
able. It may be that a charge should 
be made for each outgoing call suff- 
cient in general to pay the cost of the 
service which the hotel provides for 
outgoing calls. This principle need 
not be meticulously applied. In the 
case of local messages, a charge of 10 
cents is made which covers the amount 
paid to the telephone company. The 
facts presented clearly show that the 
difference between the amount charged 
by the hotels and the cost of the mes- 
sage if a booth is used (5 cents) is in 
excess of the cost to the hotels of ren- 
dering their service ; but in view of the 
intricacies and cost of accounting if 
an attempt were made to establish in 
each case the exact cost of such serv- 
ice, a charge of 10 cents to cover the 
service rendered by the telephone com- 
pany and the hotel has quite generally 
been applied. 

[3] While the amounts collected un- 
der such a plan are sufficient, accord- 
ing to the evidence in this case, to pay 
for the cost of the service rendered on 
all outgoing messages, local and toll, we 
believe it is just and reasonable that 
some charge should be allowed for the 
service provided by hotels in connec- 
tion with toll charges. Here again it 
may be impracticable to determine 
meticulously what is the exact cost and 
the cost is not the same for all mes- 
sages. At times, the connection is 
quickly made and the call is quickly 
terminated. In other instances, there 
are delays and interferences which im- 
pose an unusual burden upon hotel op- 
erators. Of course, this is true of the 
telephone company, for its service is 
not exactly the same in all calls even 
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though the length of the telephone con- 
yersation may be the same. 

Considering all of the facts, it is 
our opinion that an additional charge 
of 5 cents for each toll message for 
which the telephone company receives 
up to and including 50 cents and a 
charge of 10 cents for each toll mes- 
sage charge in excess of 50 cents 
would be quite sufficient to cover all 
of the costs of the service. 


Rates for Hotel Telephone Service 


[4] The telephone company’s tariff 
(P.S.C. — N. Y. —, No. 400, § 15) 
contains two schedules under which 
hotel private branch exchange service 
is furnished. The first applies in all 
districts where message rate business 
service is rendered and the second in 
all districts where flat rate business 
service is rendered. Thus, the first 
schedule is the only one applicable in 
New York and Buffalo ; both schedules 
are applicable in Syracuse, Albany, 
Utica, Binghamton, Schenectady, and 
Troy (at the option of the hotels) ; 
and the second schedule only is appli- 
cable in all other districts. 

The schedule applicable only in mes- 
sage rate districts applies both to hotels 
and other private branch exchange cus- 
tomers, while the schedule applicable 
only in flat rate districts is confined 
to hotels, apartment houses, and clubs, 
—a different schedule applying to oth- 
er private branch exchange customers 
in flat rate districts. 

The following table shows the 
monthly rate for equipment and the 
charges for messages applicable to 
hotel private branch exchange cus- 
tomers : 
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In In 
message rate flat rate 
districts districts 


Switchboards (multiple) 
First position 
Additional positions 

Central office trunks 
First trunk 
Additional trunks 

Extension stations 

Local messages 
First 300 per month, each _ _.05 


Next 300 045 
04 05? 
0375 


Next 300 

Over 900 “ = 

1$6.00 in New York, $4.75 in Buffalo; and 
$5.00 in Syracuse, Albany, Utica, Binghamton, 
Schenectady, and Troy. 

2 Subject to a 20% commission. 


$35.00 
-U- 


In the six cities where service under 
either schedule is available, all hotel 
customers have elected to take service 
under the second schedule. 

The outstanding features of the 
schedule applicable to hotels in flat- 
rate districts are (1) the waiver of 
charges for switchboards (except the 
first position) and for all central office 
trunks, (2) the application of a 5-cent 
charge for each local message, and 
(3) the payment by the telephone com- 
pany to the hotels of a 20 per cent com- 
mission on both local and toll message 
charges. 

Evidence presented by the Commis- 
sion’s chief telephone engineer shows 
that the higher local message charge 
(5 cents straight instead of the average 
of about 3.8 cents under the message 
rate schedule) under the schedule ap- 
plicable in flat rate districts practically 
offsets the waiver of switchboard and 
central office trunk charges in the cases 
of the Onondaga hotel in Syracuse, the 
DeWitt Clinton hotel in Albany, and 
the Arlington hotel in Binghamton. 
Thus, the only material difference in 
the telephone company’s treatment of 
these three hotels as compared with 
that of hotels in exclusively message 
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rate districts is the payment of a 20 
per cent commission to the former. 
If this commission were discontinued 
the excuse for having the special hotel 
schedule in the tariff would disappear. 

The receipt of 20 per cent commis- 
sion has not kept the upstate hotels 
receiving it from making service 
charges to their guests, although in 
fairness it must be stated that they are 
lower than those of New York city 
hotels. The result is that the three up- 
state hotels studied show a substantial 
profit on their guest telephone service. 


As shown by exhibits presented by 
the Commission’s chief telephone en- 
gineer, the combined average monthly 
charges for equipment and local mes- 
sages under the message rate schedule 
at the DeWitt Clinton hotel in Albany 
would be $29.73 less than under the 
special schedule; at the Onondaga in 
Syracuse, $21.81 less; and at the Ar- 
lington in Binghamton, $6.01 more. 
With service furnished under the mes- 
sage rate schedule (with no commis- 
sion) the average monthly profit of 
$332.65 on guest telephone service at 
the DeWitt Clinton hotel would be 
changed to a loss of $138.14; at the 
Onondaga hotel the average monthly 
profit of $310.84 would be reduced to 
a profit of $214.18; and at the Arling- 
ton hotel the average monthly profit 
of $66.82 would be changed to a loss 
of $113.38. At these three hotels 
combined guest telephone service un- 
der the message rate schedule (with 
no commission) would be provided at 
practically no loss or profit to the 
hotels. 

The telephone company should elim- 
inate from its tariff the special hotel 
private branch exchange schedule (P. 
S.C. — N. Y. —, No. 440, § 15, 
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Sheets 2 and 3, Par. 2b) and extend to 
all districts the application of its pri- 
vate branch exchange service schedule 
now applicable only in districts where 
business individual line message rates 
are quoted. 


Commission Paid Hotels in Flat 
Rate Districts 


[5] It is evident that the hotels in 
flat rate districts have an advantage 
not enjoyed by the hotels in exclusively 
message rate districts. As, has been 
shown, the charges to hotels for tele- 
phone service under the two schedules 
(excluding the commission) are prac- 
tically the same, this advantage is 
measured by the amount of the com- 
mission. 

Section 91, Par. 2, of the Public 
Service Law provides: 

“No telegraph corporation or tele- 
phone corporation shall directly or in- 
directly or by any special rate, rebate, 
drawback, or other device or method 
charge, demand, collect, or receive 
from any person or corporation a 
greater or less compensation for any 
service rendered or to be rendered with 
respect to communication by telegraph 
or telephone or in connection there- 
with, except as authorized in this chap- 
ter, than it charges, demands, collects, 
or receives from any other person or 
corporation for doing a like and con- 
temporaneous service with respect to 
communication by telegraph or tele- 
phone under the same or substantially 
the same circumstances and condi- 
tions.” 

This precludes the giving of a com- 
mission to a “customer.” 

Section 91, Par. 3, of the Public 
Service Law provides : 

“No telegraph corporation or tele- 
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phone corporation shall make or give 
any undue or unreasonable preference 
or advantage to any person, corpora- 
tion, or locality, or subject any particu- 
lar person, corporation, or locality to 
any undue or unreasonable prejudice 
or disadvantage in any respect whatso- 
ever.” 

lt is very clear that the hotels which 
receive a commission have an advan- 
tage as compared with hotels which do 
not receive a commission and, con- 
versely, that hotels which do not re- 
ceive a commission are subjected to 
a disadvantage. 

Such advantage on the one hand 
and disadvantage on the other are un- 
just and unreasonable and should be 
eliminated. 


Public Telephones in Hotels 


[6] It is common practice among 
hotels to have public telephones in the 
lobby and other public rooms operated 
by the hotel and for the hotel to apply 
service charges to calls made from 
these telephones in the same manner 
as to calls placed from guest room tele- 
phones. In some hotels public tele- 
phones operated by the telephone com- 
pany also are provided at which service 
charges do not apply. However, 
where both types of public telephones 
are provided, those operated by the 
telephone company usually are in- 
stalled in a less prominent location. 
The public does not appreciate the 
difference between the two types of 
public telephones and consequently is 
misled into believing that public tele- 
phone rates only apply at all public 
telephones in hotel lobbies and other 
public rooms. 


As has been pointed out, the appli- 
cation of surcharges to telephone calls 
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originating at guest room telephones 
may be justified by the additional con- 
venience and service rendered by the 
hotel telephone department. This jus- 
tification does not extend to calls 
placed at lobby public telephones. The 
service rendered at lobby public tele- 
phones is practically the same whether 
they are operated by the hotel or by 
the telephone company, and the same 
rates should apply in either case. 

An order directing the New York 
Telephone Company to revise its tariff 
in accordance with the findings herein 
is herewith adopted. 


Chairman Maltbie, Commissioners 
Van Namee, Lunn, and Burritt voting 
in the affirmative; Commissioner 
Brewster voting in the negative with 
memorandum dated November 29, 


1938. 


BREWSTER, Commissioner, dissent- 
ing: As the Commission memoran- 
dum points out, the hotels’ revenue 
from local calls is sufficient to cover 
the costs of providing guest outgoing 
service, both local and toll. Such be- 
ing the case there is no justification, 
other than for consistency with the 
5-cent local call service charge, for any 
service charges on toll calls. 

The Commission memorandum al- 
locates the costs of guest incoming 
telephone service as a hotel operating 
expense rather than as an expense for 
which the hotels may secure reim- 
bursement through service charges on 
guest outside telephone calls. With 
this allocation, I disagree. 

It is unreasonable to expect that the 
hotels should provide incoming tele- 
phone service without reimbursement 
in some manner. Three methods are 
available by which the hotels may 
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secure such reimbursement; namely, 
(1) make a separate service charge on 
incoming calls, (2) include the costs 
of incoming calls in the charges for 
outgoing calls, or (3) allocate the ex- 
penses of incoming calls as a hotel op- 
erating expense to be included in the 
room charge. 

While a service charge on incoming 
calls would distribute the costs there- 
of between guests in direct proportion 
to their use of incoming service, it does 
not appear practicable to make such 
a charge. 

With the expenses of incoming 
service allocated as a hotel operating 
expense, all guests would be paying a 
share of such expenses whether they 
use any outside telephone service or 
not. This method would accrue to 


the advantage of the guests who make 
considerable use of their room tele. 
phone and to the disadvantage of 
the guests who do not use their tele. 
phone. 

I believe that a service charge on 
outgoing toll calls, sufficient in general 
to cover the costs of incoming service, 
is a more equitable distribution of 
the hotels’ cost of such service, and 
that the following schedule of service 
charges on toll calls would accomplish 
that result. 


When the toll charge 
at established rates is 


Up to$.50 


Maximum 
Surcharge 





MONTANA PUBLIC SERVICE COMMISSION 


Re Bozeman-Norris Telephone Company, 
Incorporated 


[Docket No. 2872, Report and Order No. 1728.] 


Rates, § 238 — Filing — Legality. 


1, Utility rates, to be legal, must be filed with and approved by the Com- 


mission, p. 322. 


Discrimination, § 17 — Rates — Inequality. 


2. A charge made to one customer of a public utility different from that 
made to another for the same service under like circumstances, constitutes 
undue discrimination and renders the charge improper since the funda- 
mental theory of rate making for public utilities is that there shall be 
but one rate for a particular service, p. 322. 


Rates, § 246 — Absence of approval. 


3. Rural party line telephone rates which were not approved by the Com- 


mission are illegal, p. 322. 
26 P.U.R.(N.S.) 
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RE BOZEMAN-NORRIS TELEPHONE CO., INC. 


Discrimination, § 1 — As bar to rate increase. 


4. The Commission does not deem it proper for a public utility to appear 
before it and ask for rate increases where discrimination is practiced by 


the utility, p. 322. 


Accounting, § 6 — Uniform system — Duty to comply with. 


5. A telephone company must follow the Uniform Classification of Ac- 
counts established by the Commission, p. 323. 


[November 16, 1938.] 


J. igs-sintsi for authority and permission to increase tele- 
phone rates; denied, and requirements as to accounting 
stated. 


APPEARANCES: H. D. McKee, 
Manager and President of the Boze- 
man-Norris Telephone Company, En- 
nis, for the Bozeman-Norris Tele- 
phone Company, Inc.; I. M. Lin- 
thacum, McAllister, E. A. Mainard, 
Jeffers, Joseph A. LeClaire, Ennis, 
H. A. Watkins, Ennis, H. J. Erie, 
Ennis, F. A. Neville, Ennis, L. M. 
Jeffers, Jeffers, and Mrs. Lawrence 
Jeffers, Jeffers. For the protestants: 
John W. Bonner, Counsel, Helena, 
for the Commission. 


By the Commission: Application 
was made by the Bozeman-Norris 
Telephone Company, Inc., a corpora- 
tion, for an order from this Commis- 
sion authorizing and permitting it to 
increase its telephone rates in certain 
particulars. Pursuant to the applica- 
tion, this Commission duly set the ap- 
plication for hearing, after proper no- 
tice, at Ennis, Montana, on August 
19, 1938. On the date mentioned, 
the hearing was had and evidence in- 
troduced by applicant as well as by cer- 
tain of its customers objecting to the 
proposed increases. 


The utility’s present rural party line 
rate is 50 cents and the utility now 


[21] 


¥ 
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asks that this rate be increased to $1. 
The evidence shows that the utility 
is making a charge of 50 cents for 
rural party line service to some of its 
customers and to other customers it 
is making a charge of $1 for the iden- 
tical service. This has been the prac- 
tice of the utility for a long time prior 
to the hearing. There are no rates on 
file with this Commission which have 
been approved authorizing the charg- 
ing of such rates. 

The utility has 161 telephones and 
claims that it costs the utility $1.35 per 
phone for switchboard operation. The 
utility, however, admits that if this 
Commission authorizes the proposed 
increases that only 53 phones would 
be affected and the increased reve- 
nue to the utility would amount to 
$26.50 per month. The utility claims 
that it has been losing money and it 
is hard for us to determine whether 
it is or not for the reason that its 
accounting system is far from effi- 
cient and practical. 

The president of the utility receives 
$125 per month for his services and, 
in addition, draws the further sum 
of $125 per month as a lineman. In 
addition to these salaries, the secre- 


26 P.U.R.(N.S.) 
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tary-treasurer and chief operator is 
paid $200 a month. It so happens that 
the secretary-treasurer and chief oper- 
ator is the wife of the president and 
lineman and thus together they re- 
ceive the total sum of $450 per month. 
The president of the utility and his 
wife in reality own or have contracted 
for the majority of stock in the utility 
corporation. 

The evidence further discloses that 
the utility does not make any long- 
distance charge on telephone calls 
from Norris to Ennis, Montana, if the 
one who calls own a telphone in Nor- 
ris. Furthermore, long-distance rates 
are charged on long-distance calls 
from Ennis to Norris even though the 
one calling has a telephone in Ennis. 
It also appears that if a patron from 
Norris comes into a place of business 
in Ennis and uses the business phone 
to call Norris he may do so free of 
charge. All in all, the evidence dis- 
closes that the utility has no definite 
rates and is allowing persons to make 
calls in many instances without charg- 
ing any rates whatsoever. 

[1] No utility rate, unless it is filed 
with and approved by the Commission, 
is a legal one. Re Thompson Falls 
(Mont. 1938) 22 P.U.R.(N.S.) 337. 

The instant case before us is not 
one involving in itself the question 
of whether or not the rates charged by 
this utility are reasonable or unreason- 
able. While this case arose on an ap- 
plication for an increase in telephone 
rates, it has resulted in a question of 
whether or not the utility is engaged 
in discriminatory practices which, if 
eliminated, would not require it to seek 
higher rates. There is no question but 
that the utility is not operating effi- 
ciently and economically. Further- 


26 P.U.R.(N.S.) 


more, the evidence in this case shows 
that the utility is practicing discrim. 
ination as far as its patrons are con. 
cerned. 

[2] The fundamental theory of rate 
making for public utilities is that there 
shall be but one rate for a particular 
service and a charge made to one pa- 
tron or consumer different from that 
made to another, for the same service 
under like circumstances, constitutes 
undue discrimination and renders the 
charge improper. 51 C. J. 29. 

[8, 4] The rural party line rates 
charged by the utility are illegal, since 
they were not approved by this Com- 
mission. This utility is operating ina 
haphazard fashion and in so operating 
is not rendering to its patrons the 
service they are entitled to. It is our 
opinion that this utility should imme- 
diately file with us a new schedule of 
rates which are not higher than those 
now charged by the utility and that, 
in so filing its rates with us, its rural 


party line rates should be 50 cents. § 


Where discrimination is practiced by 
a utility as is the case here, we do not 
deem it proper that it should come be- 
fore this Commission and ask for rate 
increases. For this Commission to 
approve such rate increases when it 
is advised of the discriminatory 
practices of the utility is but to aid 
and foster such practices to the detri- 
ment of the. patrons of the utility. 
Such a thing cannot be tolerated. A 
utility should be ever mindful of the 
fact that it is affected with the public 
interest and the only justification for 
its existence is because of its service 
tothe public. The utility must treat all 
members of the public similarly situ- 
ated equally as far as rates are con- 
cerned. 
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RE BOZEMAN-NORRIS TELEPHONE CO., INC. 


ask that the utility immediately set its 
house in order by following our Uni- 
form Classification of Accounts and 
inaugurate a definite policy as to the 
rates charged by it so that there will 
charges between maintenance, opera- be no further discrimination. The 
tion, depreciation, capital accounts, utility is required to conform to the 
etc. foregoing within thirty days from the 
For the reasons herein stated, the date hereof. 

application of the utility to increase An appropriate order will be en- 
its rates is disapproved and we now tered. 


[5] This utility is not following 
our Uniform Classification of Ac- 
counts and has failed to inaugurate a 
definite policy as to its rates as well 
as to the proper distribution of 
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Re Town of Harlem 


[Docket No. 2884, Report and Order No. 1729.] 


Accounting, § 6 — Uniform system — Purpose. 
1. The Commission must require municipal water utilities to adhere to the 
Uniform Classification of Accounts for Water Utilities and inaugurate a 
definite policy as to proper distribution of charges between maintenance, 
operation, depreciation, and capital accounts, etc., since unless this is done 
great harm will be done not only to the utility but to its patrons as well, 
p. 324. 

Rates, § 32 — Commissions — Duty to investigate — Increases. 
2. The Commission is bound carefully to investigate proposals for rate 
increases even though no one appears at the hearings in opposition thereto, 
since the mere fact that none of the consumers of the utility appear at 
the hearing in opposition to such proposals does not alone justify such in- 


creases, p. 324. 
[November 16, 1938.] 


F  ieraeconian for an order authorizing and permitting a mu- 
nicipality to increase its water rates; granted. 


A 
APPEARANCES: J. S. Harvey, 
Mayor, Harlem, R. J. Gwaltney, 
Clerk, Harlem, and George B. 
Kneedler, Councilman, Harlem, for 


of Harlem duly filed with us a pe- 
tition asking that this Commission 
authorize it to increase its commer- 
cial water rates from 50 cents and 


the town of Harlem; John W. Bon- 
ner, Counsel, Helena, for the Com- 
missioner, 


By the Commission: The town 
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10 cents per thousand gallons more 
than under its present schedule and 
to increase its irrigation rates from 
50 cents to $1.20 per step over and 
above the rates heretofore approved 


26 P.U.R.(N.S.) 
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by the Commission for irrigation pur- 
poses. 

Upon proper notice to the utility 
and the public this Commission duly 
heard the said application at a public 
hearing at Harlem, Montana, on Sep- 
tember 7, 1938. No one appeared at 
the hearing in opposition to the peti- 
tion for said rate increases. 

Harlem has a population of approx- 
imately 708 persons. The town has 
operated its own water system for 
many years past and the book value of 
the plant as appears from the evidence 
is $83,540.17. The total operating 


expenses per thousand gallons of 
water amounts to $1.04 and the total 
revenue received from one thousand 
gallons of water under the present 
rates amounts to 53 cents which re- 
sults in a loss per thousand gallons of 
51 cents. Since the present rates were 


approved by the Commission the town 
has installed meters for its water sys- 
tem. It appears from the evidence 
that the town procures its water from 
the Milk river and that its water plant 
consists of a filter plant and facilities 
for chemical treatment. The water is 
pumped out of the river into the plant 
and because the town has a greater 
elevation than the river the water must 
be pumped from the plant for a dis- 
tance of from two to two and a half 
miles. 


[1] It appears from the evidence 
that the town is not diverting any of 
its water funds except for purposes 
authorized by law. The town has in- 
curred much indebtedness in repair- 
ing its water system and putting it 
into economical operation. However, 
the town has not made any provision 
for setting up an adequate and efficient 
26 P.U.R.(N.S.) 


system of accounts for its water sys- 
tem. No provision has been mack 
for depreciation or for any of the ac. 
counts that are generally recognized 
in good utility accounting. In our 
opinion unless the town immediately 
sets up proper accounts and follows 
our Uniform Classification of Ac. 
counts for Water Utilities that great 
harm will be done not only to the util- 
ity but to its patrons as well. For 
this reason we must require the utility 
to immediately and with diligence ad- 
here to our Uniform Classification of 
Accounts for Water Utilities and in- 
augurate a definite policy as to proper 
distribution of charges between main- 
tenance, operation, depreciation, and 
capital accounts, etc. We must 
further require the utility to comply 
with the foregoing within thirty days 
from the date hereof. 

[2] While no one appeared at the 
hearing in opposition to the petition 
for increases in water rates by the 
town of Harlem, nevertheless, we were 
bound to carefully investigate the pro- 
posal for such rate increases in the 
same manner as though there was op- 
position to said petition. The mere 
fact that none of the consumers of the 
utility appeared at the hearing in op- 
position to the petition for the in- 
creases in rates does not alone justify | 
such increases. Re Thompson Falls 
(Mont. 1938) 22 P.U.R.(N.S.) 337. 
After making an investigation as to 
whether or not the petition should be 
granted and the increases in water 
rates approved as therein contained, 
we are of the opinion that said pe- 
tition for increased water rates should 
be approved since we deem them to be 
reasonable and will aid in putting the 
utility on a firm basis. 
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MONTANA BOARD OF RAILROAD COMMISSIONERS 


Re Montana Western Railway Company 


[Docket No. 2801, Report and Order No. 1730.] 


Service, § 233 — Abandonment — Loss of revenue. 
1. Loss of revenue is in itself no justification for a utility to abandon a 
portion of its service under ordinary circumstances, p. 326. 


Service, § 263 — Railroads — Duty to serve — Curtailment of operations. 
2. Railways have the paramount duty to equip and maintain a sufficient 
number of engines and cars to meet the demands of the traffic along their 
lines, or at least to use ordinary care to do so, and where any doubt exists 
in the minds of the Board as to whether or not curtailed operations will 
inconvenience the public that doubt should be construed in favor of the 


public, p. 326. 


[November 16, 1938.] 


PPLICATION for permission to reduce railway service between 


fixed termini; denied. 


APPEARANCES: Art Jardine, At- 
torney at Law, Great Falls, and C. E. 
Atwood, General Manager, Montana 
Western Railway Company, Valier, 
for Montana Western Railway Com- 
pany; John W. Bonner, Counsel, 
Helena, for the Commission. 


By the Commission: Heretofore 
the Montana Western Railway Com- 
pany filed an application asking this 
Board for permission to reduce its 
service between Conrad, Montana, and 
Valier, Montana, from six to three 
round trips per week. Thereafter the 
said application upon proper notice 
to the Railway Company and the pub- 
lic was duly set for hearing at Valier, 
Montana, on August 3, 1938. At the 
hearing evidence was introduced by 
the applicant and protestants. 

The railway runs between Conrad 
and Valier, Montana, and traverses 
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some of the finest farm land in Mon- 
tana. While the droughts in former 
years have affected the productivity of 
this territory, nevertheless, during 
normal years abundant crops have 
been raised and the railway has profit- 
ed thereby. This year’s crops have 
been good in the territory served by 
the railway. The railway now main- 
tains service every day of the week 
except Sunday. The applicant now 
wants its service curtailed to three 
trips a week over a period of eight 
months of each year. 

In support of applicant’s application 
it introduced evidence to show that 
if the application was approved it 
would make some saving in its opera- 
tions. The evidence discloses that 
there is no passenger motor vehicle 
line between the towns named. The 
applicant wants the discretion of de- 
termining upon what days it will op- 
26 P.U.R.(N.S.) 
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erate if the petition is approved by the 
Board. The protestants stated that 
the operation of the service of the 
railway as now rendered is of benefit 
to the community and that many times 
during the winter the highways are 
rendered impassable by weather con- 
ditions. It is to be noted that Con- 
rad is the county seat of Pondera 
county and the evidence of protestants 
went to show that there have been 
periods of from two or three weeks 
during the winter when residents be- 
tween Conrad and Valier had a diff- 
cult time in reaching Conrad on the 
highways and that the most practical 
method of going to Conrad during 
this time was by train. There is noth- 
ing in the record to show that there is 
an improved and_ well-maintained 
highway which serves the residents in 
the communities which the applicant 
renders rail service. In fact the evi- 
dence shows that the said residents 
are not served by anything more than 
with county roads which are ren- 
dered impassable during the winter 
time because of snow, since the coun- 
ty of Pondera has not adequate facili- 
ties to remove the snow fast enough 
to render the highways passable each 
day. 

[1] While the applicant introduced 
evidence to show that it has been los- 
ing money in its operation, neverthe- 
less, it has shown nothing as to 
whether or not the public would be 
served adequately if its petition was 
approved by this Board. We have 
heretofore held that under ordinary 
circumstances the loss of revenue is in 
itself no justification for a utility to 
abandon a portion of its service. Re 
Northern Pacific Transport Co. 
26 P.U.R.(N.S.) 


(1938) 31 M. U. R. —, 26 PUR, 
(N.S.) 268, ante. 

[2] Before this Board could intelli. 
gently act on any application to dis- 
continue a part of railway service 
something definite should be placed 
before the Board as to what service will 
be discontinued and when. This fact 
would give the Board something to 
consider and at the same time ade- 
quately protect the public. There is 
nothing in the record to show definite- 
ly how the railway company would 
save money by discontinuing service 
during certain days of the week and 
it is evident that even if applicant 
was allowed to discontinue a part of 
its service that it would still have the 
expense of maintenance and opera- 
tion with the exception perhaps of a 
few dollars saved on railroad labor if 
it remains in the transportation busi- 
ness. When the matter of savings in 
operation is weighed with the question 
of whether or not public service and 
convenience will be served, if such 
savings are put into effect by curtailed 
operations we believe that where any 
doubt exists in the minds of the 
Board as to whether or not curtailed 
operations will inconvenience the pub- 
lic that that doubt should be construed 
in favor of the public. Especially is | 
this so, where as here, it is the para- 
mount duty of the railway to equip 
and maintain a sufficient number of 
suitable engines and cars to meet the 
demands of the traffic along its own 
line of railway or at least to use or- 
dinary care todo so. Gulf, C. & S. F. 
R. Co. v. State (1909) 56 Tex. Civ. 
App. 353, 120 S. W. 1028. 


From a consideration of all of the 
evidence introduced by applicant we 
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do not deem it sufficient to authorize 
our approval of its application. To 
allow applicant to use its own discre- 
tion in the operation of its trains as 
asked for would be to in fact annul 


our right of regulation and cause in- 
convenience and confusion to the pa- 
trons of the applicant as well. 

An appropriate order will be en- 
tered. . 
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Customers 


Kevin Gas Distributing Company 


[Docket No. 2659, Report and Order No. 1731.] 


Return, § 52 — Confiscation — Value basis. 
A public utility is entitled to earn a fair and reasonable return upon the 
present value of its property used and useful in the public service, and 
where all the evidence shows that the utility is not making more than a 
reasonable return on the present value of such property, an order reducing 
rates would result in confiscation and deprive the utility of its property 
without due process of law as well as deny to the utility the equal pro- 


tection of the laws. 


[November 16, 1938.] 


f ae on complaints from consumers that rates charged 
by a utility are unreasonable; complaints dismissed. 


APPEARANCES: E. K. Cheadle, Jr., 
Attorney, Shelby, for the Kevin Gas 
Distributing Company; Cedor B. 
Aronow, Attorney, Shelby, for the 
customers of the Kevin Gas Dis- 
tributing Company; John W. Bonner, 
Counsel, Helena, for the Commis- 
sion, 


By the Commission: After receiv- 
ing informal complaints from the con- 
sumers of the Kevin Gas Distributing 
Company, at Kevin, Montana, that the 
rates charged by the said utility were 
unreasonable, this Commission, after 
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due and lawful notice, held a hearing 
at Kevin, Montana, on said com- 
plaints, on November 16, 1937. At 
the hearing, both the utility and the 
protestants presented evidence. 

It appears from the evidence that 
the entire plant of the utility has a 
total assessed valuation of $5,665 for 
the year 1937. The utility presented 
evidence to show that its plant and its 
leases have a total present value of 
$30,000. However, the present value 
of the utility and its leases undoubt- 
edly would not exceed $15,000. The 
utility produces some of its own gas 
26 P.U.R.(N.S.) 
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and purchases the balance needed to 
supply its patrons. 

The evidence discloses that for the 
past year the utility has sustained a 
loss in its operations. In determining 
whether or not the utility has sus- 
tained a loss, depreciation and other 
items have been considered. We are 
of the belief, however, that some of 
the items considered in determining 
profit and loss should be eliminated 
but it is unnecessary to dwell further 
on this matter at this time, since, in 
our opinion, all of the evidence shows 
that the utility is not making more 
than a reasonable return on the present 
value of its property, used and useful 
in the public service. Where this is 
so, and we were to reduce the rates, 
our action would result in confiscation 
and deprive the utility of its prop- 


erty without due process of law, as 
well as deny to the utility the equal 
protection of the laws, since the util- 
ity is entitled to earn a fair and rea- 
sonable return upon the present value 
of its property, used and useful in 
the public service. Miles City y, 
Montana-Dakota Utilities Co. (1938) 
31 M. U. R. —, 26 P.U.R.(N.S.) 
—; Consumers v. Saltese Electric 
Light & Water Co. (1938) 31 M. U. 
R. —, 26 P.U.R.(N.S.) 333, post; 
Re Thompson Falls (Mont. 1938) 
22 P.U.R.(N.S.) 337; Re Horning 
(Mont. 1938) 24 P.U.R.(N.S.) 462. 

In accordance with the foregoing, 
the complaints in this matter must be 
dismissed. 

An appropriate order will be en- 
tered. 
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Re Billings Gas Company 


[Docket No. 2886, Report and Order No. 1734.] 


Service, § 57 — Commission jurisdiction — Partial abandonment. 
1. The Commission has jurisdiction to grant or deny a utility the right to 
abandon service or a portion thereof, p. 331. 

Service, § 231 — Abandonment — Operation at a loss. 


2. Generally speaking a utility is not bound to continue operation at a loss 
if there is no reasonable prospect of profitable operation in the future or 
if such continuance will require a considerable investment from which no 
return can reasonably be expected, p. 332. 


Service, § 255 — Abandonment — Operation at a loss — Heating utility — Substi- 


tute service. 


3. A gas company should be authorized to abandon a heating utility which 
is in a bad state of repair and the franchise for which has expired when the 
utility is being operated at a loss and if new equipment were installed it 
could not be reasonably expected that the utility would receive a reasonable 
return on such an expenditure, it appearing that the patrons will not be de- 
prived of other facilities for heating since the company will provide gas for 


heating service, p. 332. 
26 P.U.R.(N.S.) 
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Service, § 246 — Abandonment — Heating utility — Delay to end of heating 
season. 
4. A gas utility company proposing to abandon its heating utility and to 
furnish gas for heating service, which will put former patrons of the heat- 
ing utility to some expense in furnishing facilities which it will take some 
time to install, should not be allowed to abandon the heating service prior 
to the end of the heating season, p. 333. 


Service, § 213 — Abandonment. 


Discussion of the continuing obligation of a public utility to furnish service, 
p. 331. 


Service, § 45 — Jurisdiction and powers — Abandonment — Contractual obli- 
gations. 
Discussion of the power of the state through the Commission to relieve 
a utility of even a contractual obligation between a city and the utility 
to operate, p. 331. 


Service, § 213 — Avoidance of obligation — Sale of property. 
Discussion of the lack of right of a public utility to avoid the jurisdic- 
tion or powers of the Commission by selling to another who will not render 
the type of service for which the utility was obligated to render, p. 331. 


Service, § 215 — Abandonment — Authorization. 
Discussion of the devotion of property to public use as carrying with it 
the duty to serve the public and precluding the utility from abandoning 
service without the consent of the state, p. 332. 


Service, § 233 — Partial abandonment — Unprofitableness. 

Statement that the mere fact that a part of a utility enterprise or part 
of the particular service rendered by a utility is not profitable is not in itself 
sufficient justification for a nonperformance of its duties since the public 
welfare must be considered, p. 332. 

Service, § 221 — Abandonment — Condition of plant — Lack of repair. 
Statement that the fact that a utility plant is in a bad state of repair 
standing alone is not sufficient to authorize abandonment, when the utility 
over a period of years has collected sums from its patrons sufficient to take 
care of these items, as the sums so collected could not legally be diverted 
to other uses, p. 332. 


[November 16, 1938.] 


a for authority to abandon a hot water heating 
utility; application granted, effective after termination of 
heating season. 


¥ 


APPEARANCES: Johnston, Coleman 4H. F. Bausch, Billings, Mrs. A. L. 
and Jameson, Attorneys, Billings, Thomas, Billings, Mrs. L. S. Stevens, 
by H. J. Coleman, for the Billings Billings, and Mrs. C. C. Brown, Bill- 
Gas Company, Billings; Horace Wil- ings, for the protestants; John W. 
liston, Billings, Ray Hart, Billings, Bonner, Counsel, for the Commission. 
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By the Commission: The petition- 
er, Billings Gas Company, heretofore 
requested this Commission to permit it 
to discontinue and abandon its hot 
water heating system in Billings, Mon- 
tana. The matter was duly set for 
hearing at Billings, Montana, on Sep- 
tember 13, 1938, upon proper notice 
to the utility, to its consumers and the 
public generally. At the hearing evi- 
dence was introduced on behalf of the 
utility and by those opposed to our 
permitting it to discontinue and aban- 
don its hot water heating system. At 
the close of the evidence the matter 
was taken under advisement. 

The evidence shows that the Bil- 
lings Gas Company is engaged in the 
business of furnishing gas in the city 
of Billings for domestic and commer- 
cial purposes. It further appears from 
the evidence that the Billings Utility 
Company was engaged in the business 
of furnishing hot water heating service 
to its patrons in the city of Billings 
and operated under franchise granted 
by the city of Billings on the 7th day 
of August, 1907. This franchise was 
for a term of twenty-five years and 
has never been renewed or extended 
so that it expired on August 6, 1932. 
However, the Billings Utility Com- 
pany continued business and was pur- 
chased by the Billings Gas Company 
on February 9, 1938, and is now 
owned and operated by said utility in 
connection with its gas business. 

The heating plant of the Billings 
Utility Company was installed about 
the year 1908. It consists of a cen- 
tral plant with boilers, pumps, and 
other equipment with wrought iron 
mains varying in sizes from 14 inches 
to 4 inches which run from and re- 
turn to the plant over a radius of 
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several blocks in all directions from the 
central plant, the mains being buried 
under the streets and alleys of the city, 
By means of the plant and its exten- 
sions hot water is pumped from the 
plant through the mains and through 
the service radiation located on the 
premises of the customers of the util- 
ity, and thereafter is returned to the 
main plant for reheating and recircu- 
lation. 


Within the last few years we have 
had occasion to become extremely fa- 
miliar with the operations of this util- 
ity. It appears that prior to the year 
1921 the utility made a reasonable re- 
turn upon its investment but that 
thereafter its business began declin- 
ing and its larger customers made ar- 
rangements to procure other heating 
facilities. The utility has been unable 
to secure new business and its prospec- 
tive business would appear to be far 
from favorable. There is no question 
but that the utility has not been mak- 
ing a reasonable return on its invest- 
ment during the past several years 
but on the contrary has been losing 
money. For example, in 1921 the 
gross income of the utility was ap- 
proximately $90,000, while in the year 
1938 the gross income will be less 
than $30,000. Overhead and op- 
erating expenses have not decreased 
in proportion with the foregoing. The 
entire equipment of the utility is ap- 
proximately thirty years old and 
there has never been any systematic 
plan in force for renewal and replace- 
ment of worn out plant and mains. 
The fact is that there has been very 
little repairs made and these were 
made only when they were required 
by emergency . The evidence shows 
that if the plant were to be continued 
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in operation that a great deal of re- 
pairs and replacements would have to 
be made which would cost approxi- 
mately $100,000. 

The foregoing facts show that this 
is not a case where the utility is 
seeking to abandon its entire service 
but is on the contrary a case where 
a utility is seeking to abandon a por- 
tion of its service. We say this for 
the reason that the Billings Gas Com- 
pany has purchased the Billings Utility 
Company and has made application 
to abandon only the service rendered 
by the former Billings Utility Com- 
pany. It must be presumed that at 
the time the Billings Gas Company 
purchased the Billings Utility Com- 
pany that it knew of the loss sus- 
tained by the latter utility and that 
it would cost a great deal of money 
to put it in efficient operation. Un- 
doubtedly the Billings Gas Company 
purchased the Billings Utility Com- 
pany for the sole purpose of eliminat- 
ing its only competitor in the city 
of Billings and not for the purpose 
of engaging in the business of fur- 
nishing hot water heating in addi- 
tion to its business of furnishing gas. 
From the facts of this case we may 
therefore eliminate any discussion as 
to the right of a utility to abandon 
all of its service since we have pointed 
out this case involves only the right 
of a utility to abandon a portion of 
its service. 

[1] It should be pointed out that 
if we approve this petition for aban- 
donment that the Billings Gas Compa- 
ny will supply gas in lieu of hot water 
heating service which was supplied 
by the Billings Utility Company. 
Hence, this case is an unusual one in 
that it involves the abandonment of 
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a certain type of service by the util- 
ity for another. However, as we view 
it, we have for our first consideration 
the question of whether or not the 
hot water heating service which was 
formerly carried on by the Billings 
Utility Company may be abandoned. 

Section 3879 Rev. Code Mont. 
1935 provides: “A Public Service 
Commission is hereby created, whose 
duty it shall be to supervise and regu- 
late the operations of the public util- 
ities hereinafter named, such supervi- 
sion and regulation to be in confor- 
mity with this act.” 

Such a utility as we have here 
comes within the provisions of the 
act referred to in the cited statute. 

While we do not in this state have 
a specific statute relating to abandon- 
ment, nevertheless, in our opinion the 
statute referred to necessarily as- 
sumes the existence and continued 
function of the subjects of regulation, 
namely, public utilities. To hold oth- 
erwise would nullify the legislative 
purpose in the passage of the Public 
Service Commission law. In accord- 
ance with the foregoing construction 
of the statute our court has held 
that the obligation of a utility is a 
continuing one and that the state 
through the Public Service Commis- 
sion may relieve the utility of even a 
contractual obligation between the 
city and the utility to operate. Helena 
v. Helena Light & R. Co. 63 Mont. 
108, P.U.R.1922E, 588, 207 Pac. 337. 
This principle was also recognized by 
our court in the case of Baker v. 
Montana Petroleum Co. (1935) 99 
Mont. 465, 44 P. (2d) 735. 

Since we have jurisdiction as to 
whether or not a utility may abandon 
its service or a portion of its service, 
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it necessarily follows that the utility 
cannot avoid the jurisdiction or pow- 
ers of this Commission by selling to 
another who will not render the type 
of service for which the utility was 
obligated to render. We may there- 
fore look at this case as though the 
Billings Utility Company had made 
this application to abandon service 
in its own name and in the first in- 
stance. 

The devotion of property to public 
use carries with it the duty to serve 
the public and the utility has no right 
to discontinue or abandon its service 
without the consent of the state. We 
might further point out that the mere 
fact that a part of the enterprise or 
part of the particular service ren- 
dered by a utility is not profitable is 
not in itself sufficient justification 
for a nonperformance of its duties 
since the public welfare must be con- 
sidered. Re Northern Pacific Trans- 
port Co. (1938) 31 M. U. R. —, 26 
P.U.R.(N.S.) 268, ante; Re Montana 
Western R. Co. (1938) 31 M. U. R. 
—, 26 P.U.R.(N.S.) 325, ante; Re 
Chicago, Mi. St....2. Se: P R.. Ge. 
(1938) 31 M. U. R. —, 26 P.ULR. 
(N.S.) —; Re Chicago, B. & Q. R. 
Co. (1938) 31 M. U. R. —. 

However, it should be noted that 
outside of its general duties to the 
public the utility being considered is 
not bound by any contractual rela- 
tions to the public because of its fran- 
chise granted in 1907 by the city 
of Billings for the reason that said 
franchise has now expired. Where, as 
here, the evidence shows that the util- 
ity’s plant is in a bad state of repair, 
we do not believe that this fact stand- 
ing alone is sufficient to authorize us 
to approve abandonment since the util- 
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ity over a period of years has col- 
lected from its patrons sums sufficient 
to take care of these items and the 
sums so collected could not legally be 
diverted to other uses. Re Billings 
(1938) 31 M. U. R. —, 23 PUR, 
(N.S.) 442; Re Horning (1938) 
31 M. U. R. —, 24 P.U.R.(NS,) 
462. 

[2] It must be understood that gen- 
erally speaking a utility is not bound 
to continue operation at a loss if there 
is no reasonable prospect of profitable 
operation in the future or if such con- 
tinuance will require considerable in- 
vestment from which no return can 
reasonably be expected. Bullock v. 
Florida ex rel. Railroad Commission, 
254 U. S. 513, 65 L. ed. 380, P.ULR. 
1921B, 507, 41 S. Ct. 193; Brooks- 
Scanlon Co. v. Louisiana R. Commis- 
sion, 251 U. S. 396, 64 L. ed. 323, 
P.U.R.1920C, 579, 40 S. Ct. 183; 
Mt. Carmel Pub. Utility & Service Co. 
v. Public Utilities Commission, 297 
Ill, 303, P.U.R.1921D, 108, 130 N. 
E. 693, 21 A.L.R. 571. See also 
Re Chicago, M. St. P. & P. R. Co. 
supra. 

[3] In the case before us the evi- 
dence clearly shows that the utility 
is being operated at a loss and that if 
new equipment is installed it cannot 
be reasonably expected that the utility 
will receive a reasonable return on 
such an expenditure. Furthermore 
the evidence clearly shows as hereto- 
fore pointed out that prospective busi- 
ness for the utility is highly unfav- 
orable. Furthermore the patrons of 
the public utility company will not 
be deprived of other facilities for 
heating since the Billings Gas Com- 
pany will provide gas for heating 
service in the event we approve the 
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abandonment of the service rendered 
by the Billings Utility Company. 

From the principles of law herein 
expounded and from the evidence 
in relation thereto, and after taking 
into consideration the facts relating 
to the utility in relation to the pub- 
lic welfare, we are of the opinion 
that the application for abandonment 
should be approved. 

Since the Billings Gas Company has 
purchased the Billings Utility Com- 
pany it necessarily follows that by ap- 
proving the abandonment of the serv- 
ice rendered by the Billings Utility 
Company we are approving in the 
same breath the abandonment of a 
portion of the services now rendered 
by the Billings Gas Company, to wit; 
the hot water heating service formerly 
operated by the Billings Utility Com- 
pany. If we required the Billings 
Gas Company to operate this portion 
of its service there is no reason to 
believe but that it will sustain losses 
and be in the same condition as was 
the Billings Utility Company as far 
as this particular service is concerned. 
Where this is so, the utility should be 
granted the right to discontinue that 


portion of its service which is un- 
profitable and especially where, and 
here, the public will not be seriously 
inconvenienced. Mt. Carmel Pub. 
Utility & Service Co. v. Public Util- 
ities Commission, supra; Helena v. 
Helena Light & R. Co. supra. 

[4] It should be observed that all 
of those who protested the application 
herein at the hearing did not testify 
against the abandonment itself but 
against our immediately approving the 
petition so that they would be de- 
prived of the hot water heating serv- 
ice during the heating season of 1938 
and the first part of 1939. The evi- 
dence shows that the former patrons 
of the Billings Utility Company will 
be put to some expense in purchasing 
facilities in order to take advantage 
of gas service and that it will take 
some time to install these facilities. In 
our opinion the protestant’s objections 
are well founded and we believe it 
would be detrimental to the public 
welfare to allow the utility to abandon 
its hot water heating service prior to 
June 1, 1939. 

An appropriate order will be en- 
tered. 
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Consumers 


Saltese Electric Light & Water Company 


[Docket No. 2938, Report and Order No. 1726.] 


Return, § 9 — Basis — Present value of property. 


1. A public utility is entitled to earn a fair and reasonable return upon the 
present value of its property used and useful in the public service, p. 335. 
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Return, § 50 — Confiscation — Evidence. 
2. The Commission would be attempting to enforce rates which are insuff- 
cient to yield to a utility a reasonable return upon the fair value of its 
property used and useful in the public service, and would be depriving 
such utility of its property without due process of law as well as the equal 
protection of the law, if it should arbitrarily reduce the rates where the 
evidence shows that such utility is operating as economically as possible 
and fails to show that the present rates charged by the utility are un- 


reasonable, p. 335. 


Return, § 43 — Effect of past earnings. 


3. That a public utility has made a reasonable return in past years does 
not justify the Commission in reducing its rates so that its customers will 
solely benefit and as a result prohibit the utility from making a fair return 
on the present value of its property, p. 335. 


[November 23, 1938.] 


Rk’ investigation based upon complaints of the consumers; 


complaints dismissed. 


APPEARANCES: H. E. Rogers, 
President, Saltese Electric Light and 
Water Company, Saltese, for the 
Saltese Electric Light and Water 


Company ; G. E. Stoker, Saltese, John 
Metz, Saltese, Mike Hayes, Saltese, 
L. T. Shannon, Saltese, Mrs. John 


Metz, Saltese, and Stanley King, 
Saltese, for the consumers; John W. 
Bonner, Counsel, Helena, for the 
Commission. 


By the Commission: Heretofore 
this Commission received formal and 
informal complaints of the consum- 
ers of the Saltese Electric Light and 
Water Company, stating that the 
rates charged by that utility were 
unreasonable. This Commission 
thereupon, upon proper notice to the 
utility and to the public, held a hear- 
ing at Saltese, Montana, on October 
14, 1938, upon an order to show cause 
why the utility should not reduce its 
rates. 

The Saltese Electric Light and 
Water Company is owned by Mr. H. 
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E. Rogers, of Saltese, Montana. The 
plant of the utility was placed in op- 
eration on February 7, 1912, and the 
electricity is derived from a dam, wa- 
ter wheel, and generator. The rates 
now charged by the utility were ap- 
proved by this Commission, on April 
1, 1917. 

Saltese, Montana, has a_popula- 
tion of approximately 100 persons. 
The record shows that the electrical 
department of the utility has 24 
consumers. The owner and his son 
operate the utility and extra help 
is only employed when emergencies 
arise. The evidence shows that the 
owner, for the past two years, has 
been receiving the total sum of $60 
per month as salary from the utility 
and that his son receives no remunera- 
tion. 

The book value of the plant of the 
utility is $18,000 and of this amount 
the book value of the electric plant and 
equipment is $13,009.18. The as- 
sessed value of the entire plant of the 
utility, for the year 1938, is $2,825. 
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Undoubtedly the present value of the 
utility would not exceed the sum of 
$8,000. 

There was no evidence as to the 
water rates being unreasonable but 
the rates now charged by the utility 
and which are claimed to be unrea- 
sonable by the complainants are, as 
follows: [Schedule omitted. ] 

An examination of the utility’s rec- 
ords shows that for its electrical de- 
partment it received total revenues 
for the year 1937 of $1,253.77, and 
that its operating expenses for that de- 
partment for that year amounted to 
$987.90, making a profit of $265.87. 
The water department has not been 
making any kind of reasonable profit 
but, on the contrary, the operating ex- 
penses have exceeded the revenues 
during the present and some of the im- 
mediate past years. 

It should be pointed out that, on the 
whole, the evidence shows that the 
consumers are satisfied with the serv- 
ice of the utility. However, the evi- 
dence shows that the chief reason why 
the consumers want the rates reduced 
is because the utility has been making 
a fair return in past years and, there- 
fore, the sole benefit from the return 
of the utility should now be derived 
by its consumers. The evidence 
further shows that the utility has not 
made its rates clear to its consumers 
and we believe that this fact has 
caused a great deal of dissatisfaction 
as far as its customers are concerned. 

[1] We have held that a public 
utility is entitled to earn a fair and 
reasonable return upon the present 
value of its property, used and useful 
in the public service. Miles City v. 
Montana-Dakota Utilities Co. (1938) 
31 M. U. R. —, 26 P.U.R.(N.S.) 
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—,; Re Thompson Falls (Mont. 1938) 
22 P.U.R.(N.S.) 337; Re Horning 
(Mont. 1938) 24 P.U.R.(N.S.) 
462. 

[2] The evidence introduced at the 
hearing convinces us that the utility 
is operating as economically as possi- 
ble. The evidence does not show that 
the present rates charged by the util- 
ity are unreasonable. For us to ar- 
bitrarily reduce the rates in this case 
would be to attempt to enforce rates 
which are insufficient to yield to the 
utility a reasonable return upon the 
fair value of its property, used and 
useful in the public service, and 
would constitute confiscation and de- 
prive the utility of its property with- 
out due process of law, as well as deny 
it the equal protection of the law. 
Miles City v. Montana-Dakota Utili- 
ties Co. supra. 


[3] The fact that a utility has made 
a reasonable return in past years cer- 
tainly does not justify this Commis- 
sion in reducing its rates so that its 
customers will solely benefit and as a 
result, prohibit the utility from mak- 
ing a fair return on the present value 
of its property. There is nothing in 
the evidence here to show that the util- 
ity is being run on a cooperative basis 
with its customers but, on the con- 
trary, this is a case where the opera- 
tion of the utility is the same as in any 
ordinary case. 

From the foregoing, it is evident 
that the complaints herein must be 
dismissed. However, the utility 
should immediately notify its cus- 
tomers of the existing rates, so that 
the confusion relative thereto will not 
occur in the future. 

An appropriate order will be en- 
tered. 
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MONTANA PUBLIC SERVICE COMMISSION 


Re Mountain States Power Company 


[Docket No. 2882, Report and Order No. 1735.] 


Service, § 255 — Abandonment — Heating plant of electric utility — Operation 
at a loss. 


1. An electric company formerly operating a steam heating service as 
a by-product from its electric generating plant but now, after discontinuing 
regular service through its local generating plant because of interconnection, 
should be authorized to abandon heating service, when operated at a loss, 
if abandonment will not be detrimental to the public welfare, p. 336. 
Service, § 246 — Abandonment — Heating utility — Delay to end of season. 


2. A company authorized to abandon heating utility service should continue 
such service until the end of the heating season so that patrons may have 
sufficient time within which to provide for other heating facilities, p. 338. 


[November 23, 1938.] 


eres for authority to abandon steam heat service; 
abandonment authorized. 


* 


APPEARANCES: E. G. Toomey, At- was introduced the Commission took 
torney, Helena, and E. V. Carolan, the matter under advisement. 
Attorney, Forsyth, for the Mountain [1] It appears that due to increases 
States Power Company, a corpora- in load the Forsyth Electric Light and 
tion; F. F. Haynes, Attorney, Forsyth, Power Company, predecessor in inter- 
Frank Faust, Forsyth, Dr. H. J. est of the applicant, was obligated in 
Huene, Forsyth, and D. A. Wilson, 1914 to build the present plant build- 
Forsyth, for the protestants; John W. ing and to install the present boiler 
Bonner, Counsel, Helena, forthe Com- plant now operated by applicant to 
mission. supply electric service to its patrons in 

Forsyth. The utility began to serve 

By the Commission: Heretofore its customers in 1915. It appears that 
the Mountain States Power Company the heating service could then be sup- 
filed an application with us to abandon plied at very little added operating 
its steam heat service at Forsyth, cost to the electric utility, the steam 
Montana. The application after due being largely a by-product from the 
and lawful notice was set for hearing electric generating plant. All extra 
at Forsyth, Montana, on August 24, labor required was for maintenance of 
1938. At the hearing there was evi- the steam heating equipment. At the 
dence submitted in support of the ap- time such steam heating service was 
plication as well as evidence in op- inaugurated fuel prices were higher 
position thereto. After all evidence and the utility could supply its heat at 
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a cost consistent with competitive heat- 
ing costs and at a profit to the utility 
when considered as a by-product and 
incidental to the necessary expense of 
operating the electric department util- 
ity. Since 1915 there has been a grad- 
ual change in conditions until now the 
conditions are very much different 
than those that obtained in 1915. For 
example, in 1922 the utility had thirty- 
two customers. From that date on the 
customers decreased until now it has 
but seven customers. The reason for 
this decline in business may be ex- 
plained because Forysth is now located 
within a close distance of one of the 
largest coal deposits in the United 
States. There has been a decline in 
the cost of coal delivered and, of 
course, there have been improvements 
in stokers and automatic burning 
equipment. In fact the introduction 
of the automatic stoker has made it 
possible for its users to use cheap low 
grade coal with the type of automatic 
service that nearly equals the service 
rendered by the utility and at a much 
less cost. All of the foregoing has 
naturally caused the utility to lose 
business. 


The evidence shows that the appli- 
cant in 1930 constructed a one-way 
high-voltage transmission line to For- 
syth, Montana, from a point near 
Miles City, Montana, to supply its elec- 
tric customers with electric energy and 
discontinued regular service through 


its local generating plant. With the 
electric plant not in operation the total 
expense of labor, supplies, and fuel 
used at their steam heating plant was 
chargeable solely to the cost of steam 
heat service. Since 1930 each year’s 
operations have resulted in a substan- 
tial loss in that from 1929 through 
[22] 
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1937 it has totaled $44,587. In 1922 
the average sale in thousand pounds 
of steam per customer was 660 
thousand pounds. This has dropped 
to 475 thousand pounds in 1928 and 
in successive annual periods to 171 
thousand pounds at the end of 1937. 


It should be noted that the steam 
heat service by applicant has been op- 
erated under the jurisdiction of this 
Commission and at all times its ac- 
counts have been separately stated 
from other service by the utility as re- 
quired by our rules and regulations. 

The patrons of the applicant have 
not at all times been satisfied with the 
rates charged for electric service and 
have contended that the heating or 
stand-by plant, i. e., boilers (not the 
distribution system), should not be 
taken into consideration in determin- 
ing whether or not the electric rates 
charged by the applicant are reasonable 
or unreasonable. Protestants did not 
submit evidence as to public necessity 
for the maintenance of the steam heat- 
ing service under consideration here 
and from the evidence it would not ap- 
pear that the abandonment of this par- 
ticular service will be detrimental to 
the public welfare. As we view it this 
is an entirely different case than a rate 
case and, of course, we must be guid- 
ed by the principles which relate to 
the abandonment of public utilities and 
not consider at this time whether or 
not the electric rates charged by the 
utility are reasonable or unreasonable. 

We have heretofore held that where, 
as here, a utility is not making a rea- 
sonable return on its investment as toa 
portion of its service, and prospective 
business is highly unfavorable in re- 
lation thereto, that such a utility should 
be given the right to abandon its serv- 
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ice especially where such an abandon- 
ment will not be detrimental to the 
public welfare. Re Billings Gas Co. 
(1938) 31 M. U. R. —, 26 P.U.LR. 
(N.S.) 328, ante. See also Helena v. 
Helena Light & R. Co. 63 Mont. 108, 
P.U.R.1922E, 588, 207 Pac. 337; Ft. 
Smith Light & Traction Co. v. Bour- 
land, 267 U. S. 330, 69 L. ed. 631, 
P.U.R.1925C, 604, 45 S. Ct. 249; 
Bullock v. Florida ex rel. Railroad 
Commission, 254 U. S. 513, 65 L. ed. 
380, P.U.R.1921B, 507, 41 S. Ct. 193; 
Brooks-Scanlon Co. v. Louisiana R. 
Commission, 251 U. S. 396, 64 L. ed. 
323, P.U.R.1920C, 579, 40 S. Ct. 
183; Board of Comrs. v. Public Util- 
ities Commission (1923) 107 Ohio 
St. 442, 140 N. E. 87; Mt. Carmel 
Pub. Utility & Service Co. v. Public 
Utilities Commission, 297 Ill. 303, 
P.U.R.1921D, 108, 130 N. E. 693, 21 
A.L.R. 571; Northern Illinois Light 
& Traction Co. v. Commerce Commis- 
sion ex rel. Ottawa, 302 Ill. 11, P.U.R. 
1922F, 690, 134 N. E. 142; Re 


Barnes-King Develop. Co. (Mont.) 
P.U.R.1925E, 200; Re Helena Elec. 
tric R. Co. (Mont. 1927) PUR. 
1928B, 601; Re Montana Power Co, 
(Mont.) P.U.R.1932B, 275. 

Since we have held that we have 
jurisdiction under our laws to grant 
or deny a utility the right to abandon 
service or a portion thereof, a further 
discussion on this point appears to 
us to be unnecessary. Re Billings 
Gas Co. supra. 

From the evidence in this case and 
the principles of law applicable there- 
to it is our opinion that we should ap- 
prove the application under considera- 
tion. 

[2] In order to permit the patrons 
of the applicant to have sufficient time 
within which to provide for other heat- 
ing facilities we do not feel that it 
would be proper to allow the applicant 
to abandon its steam heating service 
immediately but that it continues such 
service until June 1, 1939. 

An appropriate order will be entered. 





SECURITIES AND EXCHANGE COMMISSION 


Re David C. Patterson et al. Bondholders’ 
Committee of West Ohio Gas Company 


[File No. 52-4.] 


Corporations, § 22 — Reorganization plan. 


1. The Commission, in determining whether to approve a plan of corporate 
reorganization pursuant to the Public Utility Holding Company Act, § 1, 
must find that the proposed corporate structure is not “unduly or unnec- 
essarily complex”; that the voting power in the reorganized company 1s 
“fairly and equitably distributed”; that the plan is fair and equitable to the 
persons affected thereby; and that the standards applicable to the issuance 
of the new securities are complied with, p. 343. 
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Corporations, § 22 — Corporate simplification — Reorganization. 
2. Statutory requirements (Public Utility Holding Company Act, § 11) of 
freedom from unnecessary complexities in a plan of corporate reorganiza- 
tion are satisfied where the company is, and after its reorganization will 
continue to be, an operating company only and will have a simple capitaliza- 
tion consisting only of first mortgage bonds and par value common stock, 


p. 343. 


Corporations, § 22 — Reorganization — Rights and priorities. 

3. The Commission, in compliance with Public Utility Holding Company 
Act, § 11, must determine whether the rights and priorities of the respec- 
tive classes of creditors and other claimants are given due recognition in 
the light of the value of the property and business available for the satis- 
faction of such rights and priorities in considering the fairness of a plan 
of corporate reorganization as it affects the interests of the different classes 
of security holders, p. 343. 


Valuation, § 59 — Reorganization — Earning power — Corporate assets. 
4, Earning power is a paramount criterion of the worth of corporate assets 
to be taken over in the reorganization of the company, p. 343. 

Valuation, § 59 — Reorganization — Reproduction cost new basis. 


5. A valuation of useful property of a corporation upon a reproduction cost 
new basis does not afford a controlling criterion for value for reorganiza- 
tion purposes, p. 344. 


Corporations, § 22 — Reorganization — Priorities and preferences. 


6. Priorities and preferences of securities and claims in a reorganization 
need not be invariably recognized by the issuance in exchange for them of 
new securities with corresponding priorities and preferences, but the offer 
of exchange to the various classes of claimants must be such as fairly to 
recognize the difference in rank of their legal rights, p. 348. 


Corporations, § 22 — Reorganization — Valuation. 
7. The Commission, in passing upon the fairness of a plan of corporate 
reorganization, need not determine the exact value of the property or the 
amount at which its value shall be recorded on the books of the reorganized 
company, p. 350. 


Corporations, § 22 — Reorganization — Participation by junior security holders 
— Fairness of plan. 
8. Participation by junior security holders which is equivalent to 3.5 per 
cent of the total capitalization of the reorganized company, and which, in 
addition, is junior in rank to new first mortgage bonds representing slightly 
over half of such capitalization, does not result in so substantial a diversion 
to junior claimants of interests in the reorganized company which belong 
to the bondholder as to make the plan unfair and thus prevent its approval 
by the Commission or its submission to the company’s security holders, 


p. 350. 


Security issues, § 49 — Amount — Reorganization — Earnings. 
9. A reorganization plan, to be sound, should not authorize issuance of new 
securities in an amount in excess of that on which specified interest payments 
and some protective margin of earnings appear to be a reasonable prospect, 
p. 351. 
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Security issues, § 99 — Reorganization — Funded debt. 


10. The amount of funded debt should not be excessive in relation to the 
value of the assets of the company’s total capitalization and should not be 
so high as to constitute a source of danger to the company at maturity if a 
plan of corporate reorganization is to be sound, p. 351. 


(HeEALy, Commissioner, concurs.) 


[October 14, 1938.] 


_ for Commission’s approval of, and report on, 

amended plan of corporate reorganization; granted. Re- 

vised balance sheet and pro-forma balance sheet, not affecting 

findings and opinion, filed and made part of record November 
15, 1938. 


¥ 


By the Commission: The above- mission on February 24, 1938. The 


named bondholders’ committee, here- 
inafter referred to as the Applicants, 
have filed an application pursuant to 
subsections (f) and (g) of § 11 of 
the Public Utility Holding Company 
Act of 1935 for the Commission’s ap- 
proval of, and report on, a plan of 
reorganization of West Ohio Gas 
Company, an Ohio corporation, here- 
inafter referred to as the Company. 

The Company defaulted in the pay- 
ment of the June 1, 1934, interest on 
its bonds and, on June 25, 1934, com- 
menced proceedings for its reorgani- 
zation under § 77B of the Bankruptcy 
Act in the United States district court 
at Toledo, Ohio. Pursuant to orders 
of that court the Company has con- 
tinued in the possession and operation 
of its property. 

The Applicants filed a plan of re- 
organization with the Commission on 
October 22, 1937. On November 16, 
1937, they filed an amended plan 
which was modified by an amendment 
filed March 25, 1938. Hearings on 
that plan were held on December 7 
and 8, 1937, and on February 8, 1938, 
and argument was heard by the Com- 
26 P.U.R.(N.S.) 


Company had filed a plan in August, 
1937, but requested its withdrawal 
after the Applicants’ amended plan 
was filed. 

On June 21, 1938, counsel to the 
Commission filed with it, and there 
was served on the Applicants and oth- 
ers, his request for findings by the 
Commission that the amended plan 
then before the Commission should 
not be approved because it was not 
fair and equitable in respect of the 
provisions made therein for the hold- 
ers of the Company’s bonds. No ob- 
jections to the findings thus requested 
by counsel to the Commission were 
filed, but on August 3, 1938, the Ap- 
plicants filed another plan of reorgani- 
zation which is the one now before us. 
Hearings on this plan were held on 
August 29, and September 7, 1938. 

The Company owns and operates a 
system for the distribution of natural 
gas in Lima, Ohio, and ten neighbor- 
ing Ohio communities. Upon its or- 
ganization in 1924 the Company ac- 
quired the properties of five small com- 
panies (subsidiaries of Midland Util- 
ities Company) which manufactured 
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and distributed gas. In 1925 and 
1931, respectively, the Kenton and 
Delphos properties were acquired. The 
Company purchases all of its gas from 
Ohio Fuel Gas Company, a subsid- 
jary of Columbia Gas and Electric 
Corporation. Until August, 1937, the 
Company manufactured part of its gas 
and purchased natural gas for the bal- 
ance of its requirements. Its manu- 
facturing plant is now useful only for 
standby purposes. 

The Company is, and has been, from 
the time of its organization a subsid- 
iary of Midland Utilities Company 
(hereinafter referred to as Midland) 
which is also in reorganization in pro- 
ceedings under the Bankruptcy Act 
in the United States district court in 
Delaware. 

The securities to be dealt with by 
the plan are as follows: 


$1,300,000—First and refunding mortgage 6 
per cent bonds issued by West Ohio 
Gas Company, due December 1, 1954; 
$53,000—First mortgage 6 per cent bonds 
issued by Delphos Gas Company, 
due April 1, 1935; 
$65,633.16—5 per cent demand notes held by 
Midland; 
$719,600—7 per cent cumulative preferred 
stock (7,196 shares of $100 par 


value) ; 
$1,716,381—Stated value, no par common stock 
(78,600 shares). 


The bonds issued by Delphos Gas 
Company are prior in lien to the West 
Ohio bonds as to the Company’s prop- 
erty in Delphos which was purchased 
from the Delphos Gas Company sub- 
sequent to the issue of that Company’s 
bonds. The Delphos bonds do not, 
however, constitute a lien upon any 


of the Company’s assets other than 
the Delphos property. Both the West 
Ohio and Delphos bonds are publicly 
held. The public also owns 48 per 
cent of the preferred stock, 52 per cent 
being owned by Midland which also 
owns the demand notes and all of the 
common stock. 

The total capitalization of the Com- 
pany, therefore, including the West 
Ohio and Delphos bonds and the notes, 
amounts to $3,854,614. The accrued 
and unpaid interest to July 1, 1938, 
on the West Ohio bonds amounts to 
$357,500. Accrued and unpaid in- 
terest on the Delphos bonds to July 
1, 1938, amounts to $1,590, the inter- 
est having been regularly paid on the 
Delphos bonds to January 1, 1938. 
Unpaid interest on the notes totals 
$14,922. Accumulated and unpaid 
dividends on the preferred stock 
amount to $268,651 as at July 1, 1938. 


The plan of reorganization. 

The proposed plan of reorganiza- 
tion contemplates a simple capital 
structure for the Company, consisting 
of $676,500 principal amount of 5 
per cent first mortgage 20-year bonds 
dated July 1, 1938, and 240,000 shares 
of $2 par value common stock. The 
total capitalization of the Company 
under the plan would be $1,156,500 as 
compared with the existing capitali- 
zation of $3,854,614. The new securi- 
ties will be distributed to the holders 
of those now outstanding as follows: 





1 This does not include 6 per cent interest 
upon the accrued and unpaid interest on the 
bonds, totaling $43,875. 
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Present Capitalization 
Amount 

Security 
*First and ref. 6’s of 1954 

yAccr. int. to 7/1/38 
Delphos Gas 6’s of 1935 

Accr. int. to 7/1/38 
$5% demand notes 

Accr. int. to 7/1/38 
47% pfd. stk., $100 par 

Accr. divs. to 7/1/38 
~Common stk., no par 


Outstanding 
$1,300,000 


Proposed Capitalization 


Ist Mtg. 5’s Com. Stk. 2 
of 7/1/58 — 


$650,000 208,000 86.67 
8,480 3.53 

16,324 6.80 

3.00 


—— 


$676,500 240,000 100.00 


* The holders of these bonds are also to receive $39,000 in cash. 
+ This does not include 6 per cent interest upon the accrued and unpaid interest on the bonds, 


totaling $43,875. 


+ Midland owns all of the demand notes, 3,747 shares (52.1 per cent) of the preferred stock 


and all of the common stock. 


Under the plan the presently out- 
standing common stock will be elimi- 
nated, without recognition in the re- 
organization. The holders of the pre- 
ferred stock will receive, as a class, 
7,196 shares of new common stock, 
amounting to 3 per cent of the equity, 


for the total preferred stock claim of 


$988,251, including dividend arrear- 


ages. In exchange for the unsecured 
notes and unpaid interest thereon, 16,- 
324 shares of new common, amount- 
ing to 6.8 per cent of the equity, will 
be issued. 

The holders of the West Ohio bonds 
($1,300,000 principal, 357,500 inter- 
est on the principal amount and in- 
terest on such interest amounting to 
$43,875, aggregating $1,701,375) will 
receive, as a class, $39,000 in cash (or 
$30 per $1,000 bond) ; $650,000 of 
new 5 per cent first mortgage bonds, 
and 208,000 shares of new common 
stock, representing 86.67 per cent of 
the equity. The holders of these bonds 
will, therefore, receive one-half of 
their claim to principal in new bonds 
on which the interest rate will be re- 
duced from 6 per cent to 5 per cent, 


26 P.U.R.(N.S.) 


and, in addition, they will receive 
86.67 per cent of the new common 
stock and a small cash payment. 
The holders of the Delphos bonds 
are to receive, as a class, $26,500 in 
new first mortgage 5 per cent bonds 
(or one-half of the principal amount 
of their claim) and 8,480 shares of 
new common stock, representing 3.53 
per cent of the equity.* They are to 
receive no cash. Their claim, as of 
July 1, 1938, amounts to $54,590, of 
which $53,000 is for principal and 
$1,590 for interest from January 1, 
1938, to July 1, 1938, interest amount- 
ing to $3,180 annually having been 
regularly paid to January 1, 1938, pur- 
suant to order of the court. The plan 
treats the Delphos bonds as if they 
had been assumed by the Company 
upon its purchase of the Delphos 
property although the assumption of 
liability on those bonds is denied by 
the applicants. We express no opinion 
upon this point but from the evidence 
before us it does not appear unfair to 
any class of interests to treat the Del- 





2The Delphos bondholders are given the 
alternative of having the Delphos property 
conveyed to them free of liens. 
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phos bonds as if they constituted gen- 
eral obligations of the Company as 
well as liens upon the Delphos prop- 
erty. 

The West Ohio and Delphos bond- 
holders will together own 90.2 per cent 
of the new common stock. Midland, 
by virtue of its ownership of the notes 
and 52 per cent of the preferred stock, 
will own 8.36 per cent and the re- 
mainder (1.44 per cent) will be owned 
by the holders of the remainder of the 
preferred stock. 

Other claims consisting principally 
of certain judgments against the com- 
pany for personal injuries and miscel- 
laneous small claims are to be paid in 
cash or assumed by the reorganized 
company.® 

[1] In determining whether to ap- 
prove this plan under § 11 the Com- 
mission must ascertain whether the 
standards prescribed by that section 
have been met. Accordingly, we must 
find that the proposed corporate struc- 
ture is not “unduly or unnecessarily 
complex”; that the voting power in 
the reorganized company is “fairly 
and equitably distributed”; that the 
plan is “fair and equitable to the per- 
sons affected by the plan’; and we 
must also find that the standards ap- 
plicable under § 7 to the issuance of 
the new securities are complied with. 
Re Louis R. Gates et al. (Reorgani- 
zation of the United Teleph. & Elec- 
tric Co. [1938] 3 S. E. C. —, Holding 
Company Act Release No. 1187.) 


[2] As the Company is now, and 
after its reorganization will continue 


to be, an operating company only and 
will have a simple capitalization con- 
sisting only of first mortgage bonds 
and par value common stock, it is clear 
that the statutory requirements of free- 
dom from unnecessary complexities is 
satisfied. 

[3, 4] The questions arising in 
connection with the application of the 
other standards prescribed by the act 
relate principally to the fairness of 
the plan as it affects the interests of 
the different classes of security hold- 
ers. In resolving this question it must 
be determined whether the rights and 
priorities of the respective classes of 
creditors and other claimants are giv- 
en due recognition in the light of the 
value of the property and business 
available for the satisfaction of such 
rights and priorities. In such situa- 
tions earning power is a paramount 
criterion of the worth of the assets to 
be taken over in reorganization.‘ 


Value of physical property. 

Under the plan the value of the 
property will be stated at a much low- 
er figure than that now shown on the 
books of the company. The useful 
fixed assets will be placed on the books 
at a gross figure of $1,662,180.76 and 
a net figure of $1,312,160.76. In ad- 
dition, the nonoperated property con- 
sisting of the standby gas manufac- 
turing plant at Lima and the Lima- 
Kenton transmission line will be 
placed on the books at $578,300 sub- 
ject to a “Reserve for Nonoperated 
Property” in the same amount. Com- 





3 Any approval of the plan by the Commis- 
sion and any authorization of the issuance of 
securities for the purposes of the plan are 
conditioned upon the allowance by the court 
of the claims dealt with by the plan, and is 


343 


not to be deemed an expression of opinion of 
the Commission as to the validity of any such 


claims. 
4 Re Genesee Valley Gas Co. (1937) 2 S. E. 
C. —, Holding Company Act Release No. 981. 
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parative actual and pro-forma balance 
sheets of the Company as of June 30, 
1938, are shown in Appendix A. 

[5] On a reproduction cost new 
basis, the engineering firm of Day & 
Zimmermann, Inc., estimated the gross 
value of the useful property to be $4,- 
389,503 and its depreciated value to be 
$3,755,627, as of September 30, 1936, 
after giving effect to the changeover to 
natural gas and the elimination of the 
nonuseful Delphos plant. In this case 
such a valuation does not afford a con- 
trolling criterion for value for reor- 
ganization purposes.° 


On the Company’s balance sheet as 
of June 30, 1938, the gross property 
was carried at $4,092,963 including 
approximately $186,238 of intangi- 
bles, and against this there was a de- 
preciation reserve of $552,883. This 


is the amount authorized by the Pub- 
lic Utilities Commission of Ohio in 
connection with that Commission’s ap- 
proval of the Company’s acquisition of 
such property and the issuance of its 
securities as of December 1, 1924, plus 
subsequent additions at cost, less re- 
tirements. 


This book value, however, includes 
certain items of appreciation. West 
Ohio Gas Company was formed in 
1924 by a triangular arrangement 
whereby Midland delivered to five 
small operating companies their re- 
spective stocks and bonds then out- 
standing ; the five companies conveyed 
their assets to West Ohio Gas Com- 
pany free and clear of funded indebt- 
edness and West Ohio Gas, in addi- 
tion to assuming the unfunded liabili- 

5Cf: Atlanta, B. & C o. v. United 


weg (1935) 296 U. S. %3 0 L. ed. 25, 56 
t 
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ties of the companies, issued to Mid. 
land various securities apparently hay. 
ing a value of $2,675,798 on the Com. 
pany’s books. This latter figure was 
$1,448,451 in excess of the cost to 
Midland of the securities of the under. 
lying companies. 

At the time of the consolidation the 
physical properties were carried on the 
books of the several constituent com- 
panies at a gross value of $2,120,688 
against which there were depreciation 
reserves aggregating $88,246. Upon 
acquisition of these properties they 
were placed on the books of West Ohio 
Gas Company at a gross figure of $3, 
132,923 with no depreciation reserve, 
The Kenton properties, acquired in 
1925, were placed on the Company's 
books at a figure of $110,000 with no 
depreciation reserve, whereas these 
properties apparently had a gross val- 
ue of $180,915 on the books of the 
selling company. When the Delphos 
properties were purchased in 1931, 
they were placed on the Company’s 
books at a value of $150,000 as com- 
pared with the gross figure of $132,- 
903 shown on the Delphos books and 
against which there was a deprecia- 
tion reserve of $46,211. 


On the basis of the above it ap- 
pears that the properties acquired as 
entireties by the Company were val- 
ued on its books at an aggregate of 
$1,092,874, in excess of the net valua- 
tions of these properties on the books 
of the predecessor companies. Inas- 
much as some of this property has ap- 
parently been retired at its appreciated 
value, the value shown on the books 
at the present time would not reflect 
the full amount of such appreciation. 
However, if all of such appreciation 
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were deducted from the present book 
value, the gross property value would 
be reduced to $3,000,089. If the pres- 
ent depreciation reserve ($552,883) 
and the estimated depreciated book 
value of the nonoperated property 
($578,300) are deducted *® from such 
gross property value, the net value of 
the Company’s property on this basis 
would be $1,868,906. 

In the Company’s income tax re- 
turns for 1936 the gross depreciable 
property was carried at $2,785,544. 
Deducting from this amount $982,971, 
the estimated book value of the non- 
operated property, and $270,386 as 
the estimated accrued depreciation 
(being 15 per cent” of the operated 
gross depreciable property), and add- 
ing the value of nondepreciable prop- 
erty as estimated by Day & Zimmer- 
mann, Inc., amounting to $130,000, 
the Company’s fixed assets on this 
basis appear to amount to $1,662,187. 

For rate-making purposes the Pub- 
lic Utilities Commission of Ohio de- 
termined that the reproduction value 
less depreciation of the Company’s 
physical property located in the city 
of Lima was $1,355,531 as at July 1, 
1933, and that the total net valuation 
including nondepreciable property al- 
lowable as a rate base was $1,578,456. 
This valuation of the physical prop- 
erties, plus subsequent additions and 
retirements to July 31, 1938, and less 
property held for standby use, would 
result in a total net value of $966,338 
for the Company’s properties in the 
Lima district as at July 31, 1938. Mr. 
Pringle, president of the Company, 


stated that the Lima property (omit- 
ting the standby facilities) represents 
about 55.6 per cent of the book value 
of the entire property of the Com- 
pany. If this figure were applied to 
the $966,338 Lima district value men- 
tioned above, it would yield a value 
for the Company’s property as a whole 
of around $1,738,000. 


Earnings. 
From 1931 to 1936, the Company’s 
earnings declined precipitously. For 
these years it had available to meet 
fixed charges, earnings in the follow- 

ing amounts : 
$206,514 


168,144 
107,683 


1934 
i eee ee 
1936 


$84,734 


The 1937 earnings reversed this 
downward trend despite the intro- 
duction of natural gas with a much 
higher heat content which in effect re- 
sulted in a sharp reduction in cost to 
consumers in terms of heating value. 
This improved showing even in the 
face of a general business recession in 
the latter part of the year was due 
primarily to the reduced cost of gas 
to the customers, to an aggressive 
merchandising campaign, and to ef- 
forts to improve public relations. 
Earnings available for fixed charges 
amounted to $58,524 in 1937 after 
eliminating $13,308 of nonrecurring 
charges. Earnings for the first six 
months of 1938 were $31,460 after 
eliminating $2,400 of nonrecurring 
charges. 

In view of the fact that the Com- 
pany is virtually selling a new prod- 





6 Without considering whether such value 
for the nonoperated property might be included 
to some extent in the write-up already’ elim- 
inated above. 
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7 This is estimated on the basis of testimony 
of Applicants’ witness to the effect that the 
property is in 85 per cent condition. 


26 P.U.R.(N.S.) 





SECURITIES AND EXCHANGE COMMISSION 


uct under much more favorable con- 
ditions than have prevailed in the past, 
it is difficult to determine accurately 
the extent to which the earnings may 
increase in the future. The Company’s 
merchandising policies which have re- 
sulted in the sales of substantial num- 
bers of ranges, water heaters, and 
commercial, house, and other space 
heating units, and the favorable trend 
of earnings for the past several months 
tend to justify expectations of a ma- 
terial increase in earnings during the 
next several years. 

At the hearing before the Commis- 
sion in December, 1937, the Com- 
pany’s officers estimated that the earn- 
ings available for fixed charges for the 
years 1938 to 1941 after deducting 
estimated normal Federal income tax- 
es, and making what appears to be a 
liberal provision for depreciation, 
would be as follows: 


Available for 

Depreciation Fixed Charges 
$65,295 
81,534 
102,731 
115,568 


Gross Revenue 
$625,766 
680,489 
733,759 
778,115 


Year 


1938 
1939 
1940 
1941 


$45,000 
45,000 
45,000 
45,000 


reduction in the 45-cent gate rate for 
gas now being paid, and that normal 
economic conditions will prevail in the 
territory served by the Company. If 
the Company, however, should obtain 
a reduction in the rate it now pays for 
gas, presumably the engineer’s esti. 
mate would be revised upward. As 
the Company purchases gas on a day- 
to-day basis, no contract operates to 
prevent such a reduction. There is, 
however, no evidence before us as to 
the probability of any such decrease 
in the cost of gas and such a possibil- 
ity cannot be taken into account in 
estimating future earnings for pur- 
poses of reorganization. 

At the hearing on September 7, 
1938, the trustee of Midland Utilities 
Company, as the holder of the Com- 
pany’s common stock and notes and 
a majority of its preferred stock, sub- 
mitted estimates of earnings for the 


Total Times Interest Net 
Interest Earned Income 
$36,475 1.79 $28,820 

36,525 2.23 45,009 

36,075 2.85 86,656 

35,575 3.25 79,993 


Note: Estimates include provision for normal Federal income taxes based on the provisions 
of the Revenue Act of 1936, but no allowance has been made for any tax on undistributed profits, 


An engineer associated with repre- 
sentatives of the holders of approxi- 
mately $285,000 of bonds has esti- 
mated that the earnings available for 
fixed charges in 1938 will be approxi- 
mately $70,000 and that the maximum 
annual earnings of the Company avail- 
able for fixed charges which can be 
attained in the territory it now serves 
will be $110,000. Such maximum, it 
was stated, should be reached by 1941. 
These estimates were based’ on the 
assumption that the present rates will 
remain in effect, that there will be no 


26 P.U.R.(N.S.) 


years 1939, 1940, and 1941, prepared 
by the same witness who had prepared 
the estimates submitted by the Com- 
pany’s officers at the hearing in De- 
cember, 1937. These later estimates 
are approximately 17 per cent, 21 per 
cent, and 26 per cent higher than the 
earlier estimates for the years 1939, 
1940, and 1941, respectively, and pre- 
dict a gross income before Federal 
income taxes of approximately $158, 
500 for the year 1941 as against $126,- 
078 in the estimate made in December, 
1937. It was testified that the domi- 
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nant fact leading to this upward re- 
yision of the Company’s estimated 
earnings was the excess of earnings 
available for fixed charges for +the 
first six months of 1938 over the 
earnings previously estimated for that 
period. However, it appears that the 
actual earnings for this 6-month pe- 
riod exceeded the estimated earnings 
by only $350, after the elimination of 
certain nonrecurring expenses. This 
witness also testified that the Com- 
pany’s residential customers had in- 
creased in a larger number than had 
been expected at the time the earlier 
estimate was made. At the hearing 


on August 29, 1938, it was testified 
by one of the proponents of the plan 
that the Company’s prospects had not 
changed in any substantial degree 
since the end of 1937, and that no im- 
portant changes had occurred with re- 


spect to the Company which have any 
bearing on the plan of reorganization. 
Under the circumstances and in view 
of the fact that there can be no cer- 
tainty that even the earlier estimates 
will be realized, the later estimates 
clearly appear to be excessively opti- 
mistic and can be given no weight. 


Soundness of the plan. 

Because of the unusual circumstan- 
ces surrounding the Company’s oper- 
ations in recent years there is justifi- 
cation in this case for basing a reor- 
ganization plan upon a more optimistic 
forecast than the Company’s past 
earnings might otherwise support. It 
is of paramount importance, however, 
that the fixed interest requirements of 
the reorganized company be sufficient- 
ly below its indicated earnings, not 
only to minimize the danger of recur- 
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ring default but to permit the manage- 
ment to develop adequately its market 
for natural gas and to have a greater 
degree of flexibility in its operations. 

The evidence indicates that the at- 
tainment of these objectives may be 
reasonably expected and that the pro- 
posed plan should place the Company 
in a sound position both from the 
standpoint of earnings and ability to 
meet its financial obligations. On the 
basis of 1937 figures the proposed in- 
terest charges appear to be reasonably 
well adapted to the Company’s earn- 
ing capacity, inasmuch as the earnings 
available for fixed charges during that 
period amounted to $58,524 after the 
elimination of $13,308 of nonrecur- 
ring expenses. This amount would 
have covered the bond interest of $33,- 
825 proposed by the plan 1.73 times 
and total interest 1.61 times. Accord- 
ing to the Company’s estimates ap- 
proximately $65,000 would be avail- 
able for fixed charges in 1938 after 
estimated normal Federal income tax- 
es. On this basis in 1938 the interest 
on the bonds to be issued under the 
plan would be covered 1.93 times and 
total interest 1.79 times. If these re- 
sults are achieved, the Company would 
have a fair margin of earnings with 
which to develop its business and im- 
prove its current financial condition. 
The results for the first six months of 
1938 indicate that, for this year at 
least, the estimated earnings will be 
realized. 

Furthermore, the proposed capital 
structure of the reorganized Company 
also seems appropriate in its relation 
to the value of the property. As a 
net property valuation of approximate- 
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ly $1,312,161 does not appear to be 
unreasonably high, there would be a 
substantial margin of property cov- 
erage for the new funded debt of 
$676,500 and a substantial value be- 
hind the 240,000 shares of $2 par 
value common stock. 

At the completion of the reorganiza- 
tion the Company should occupy a 
fairly sound financial position. As of 
July 31, 1938, there was $193,095 in 
cash on hand in addition to the nor- 
mal receivables from customers and 
$111,948 of merchandise accounts, 
including $60,891 which have been 
discounted with banks. Out of these 
items and any additional sums ob- 
tained from subsequent earnings the 
Company would be required to pay 
$39,000 to the West Ohio Gas bond- 
holders for the initial cash payment 
and approximately $30,000 in settle- 
ment of the miscellaneous claims. It 
is assumed that the reorganization ex- 
penses and such legal fees in connec- 
tion with past rate litigation as may be 
allowed by the court, after Commis- 
sion action under its Rule U—11F-2, 
would be paid as the Company’s cash 
position permitted. In any event 
there would be sufficient funds to take 
care of the current obligations and 
permit the Company to finance the de- 
velopment of its business. 


Fairness of the plan. 
As has been stated, new bonds are 


to be issued to the present bondhold. 
ers in an amount equal to only half 
of the principal amount of the out. 
standing bonds. Therefore, the pres. 
ent bondholders are to receive for only 
a part of their claims, new securities 
which are superior in rank to the se- 
curities to be issued to the holders of 
the note and preferred stock. 

[6] In addition, however, the bond- 
holders will receive in the aggregate 
90.2 per cent of the new common 
stock. For each $100 of their claims, 
which are not to be satisfied by new 
bonds or cash, bondholders will re- 
ceive more common stock than will 
the noteholders and the preferred 
stockholders. For each $100 of such 
claims (including interest at 6 per cent 
on the accrued and unpaid interest on 
the principal of the bonds) the bond- 
holders as a class will receive 20.81 
shares of stock and the unsecured 
noteholder will receive 20.26 shares of 
stock. The preferred stockholders 
will receive one share of common 
stock for each share of preferred 
stock of the par value of $100 and 
dividend accumulations, amounting to 
$37.33 per share. As we have stated, 
the plan makes no provision for com- 
mon stockholders.® In these respects 
the plan recognizes the legal priorities 
as between the secured and unsecured 
creditors and the stockholders. The 
priorities and preferences of securities 





8 The plan which was superseded by the 
amended plan now before the Commission pro- 
vided for the issuance to the holders of the 
West Ohio bonds of $500 of new bonds, 82 
shares of new common stock, and $30 in cash, 
and to the holders of the Delphos bonds $500 
in principal amount of new bonds and 483 
shares of new common stock, the common 
stock having a par value of $10 per share. 
That plan also provided for the issuance to 
Midland, in exchange for the unsecured notes, 
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new common stock having a par value of 
$62,867.50 and for the issuance of five shares 
of new common stock for each share of pre- 
ferred stock. Under the former plan the 
bondholders would have received the same 
amount of bonds that they are now to receive 
under the present plan and common stock rep- 
resenting only 72 per cent of the equity, ap- 
proximately 28 per cent of the equity going 
to the holders of the notes and preferred stock. 


348 





RE PATTERSON 


and claims in a reorganization need 
not be invariably recognized by the is- 
suance in exchange for them of new 
securities with corresponding priori- 
ties and preferences. The Supreme 
Court of the United States has said 
that “circumstances may justify an 
offer of different amounts of the same 
grade of securities to both creditors 
and stockholders.” ® The law is flex- 
ible in this respect. The inescapable 
requirement is that the offer of ex- 
change to the various classes of claim- 
ants be such as fairly to recognize the 
difference in rank of their legal rights. 
We find that the distinction which has 
been made in this plan as between the 
bondholders, noteholders, and pre- 
ferred stockholders adequately recog- 
nizes such differences in legal rank. 

The treatment of the West Ohio 
and Delphos bonds is not identical. 
The holders of both issues are to re- 
ceive for each $1,000 of old bonds 
$500 of new bonds and 160 shares of 
new common stock. - In addition, the 
West Ohio bondholders are also to re- 
ceive $30 in cash. 

The cash payment to the West Ohio 
bondholders is justified primarily by 
the fact that no interest has been paid 
on these bonds since December 1, 
1933, whereas interest on the Delphos 
bonds has been paid regularly to Jan- 
uary 1, 1938. Thus, the claims on the 
Delphos bonds are chiefly for princi- 
pal, while the claims on West Ohio 
bonds include substantial amounts of 
unpaid interest as well as principal. 
In this connection the evidence before 
us indicates that not all of the interest 


paid on the Delphos bonds was earned 
by the operations of the Delphos prop- 
erty. In 1937 the Company’s earn- 
ings from operations in the Delphos 
district were approximately $2,700 
less than the operating expenses and 
depreciation on the property in that 
district, even after omitting $3,814 of 
nonrecurring charges. During the 
same period, the Company’s earnings, 
including those from the operations in 
Delphos, exceeded operating expenses 
and depreciation by approximately 
$58,500 after omitting nonrecurring 
expenses. 

There is also some evidence before 
us to the effect that the ratio of the 
property securing the Delphos bonds 
to such bonds is less favorable than 
the ratio of property to the West Ohio 
bonds. The Company’s accounts on 
the basis of which its income tax re- 
turns were made show that the depre- 
ciable property in the Delphos district 
had a gross value of $67,930 and the 
depreciable West Ohio property (ex- 
cluding Delphos) a gross value of 
about $2,717,000. On this basis the 
$53,000 of Delphos bonds would be 
secured by relatively much less proper- 
ty than the $1,300,000 of West Ohio 
bonds. Indeed, on that basis, the de- 
preciated value of the Delphos prop- 
erty does not cover the principal 
amount of the Delphos bonds where- 
as the indicated depreciated value of 
the property securing the West Ohio 
bonds is in excess of the principal 
amount of these bonds. Despite these 
factors, the plan offers the Delphos 
bondholders somewhat more favor- 





®Kansas City Terminal R. Co. v. Central 
U. Trust Co. (1926) 271 U. S. 445, 70 L. ed. 
1028, 46 S. Ct. 549; Gerdes on Corporation 
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Reorganization (1936) p. 1068; Sage v. Cen- 
tral R. Co. (1879) 99 U. S. 334, 25 L. ed. 
394, 
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able treatment than the West Ohio 
bondholders, taking into account the 
aggregate amount of their respective 
claims. When consideration is given 
to all of the accrued and unpaid in- 
terest on the West Ohio bonds, the 
proposed allocation gives them 20.55 
shares of new common stock for each 
$100 of their claims not satisfied by 
new bonds or cash, whereas it offers 
the Delphos bondholders 30.19 shares 
of the new common for each $100 of 
their claims which are not satisfied by 
new bonds. However, in view of the 
fact that the stock being allocated to 
them constitutes a very small percent- 
age, we do not find that this provision 
is unfair. 


[7, 8] In passing upon the fairness 
of this plan it is not necessary for us 
to determine the exact value of the 
property or the amount at which its 


value shall be recorded on the books 
of the reorganized company. The 
evidence which has been submitted to 
us points to the conclusion that the 
property has very little, if any, 
value in excess of the aggregate 
amount ($1,755,977) of the claims 
of the bondholders. In such a situ- 
ation the propriety of participation in 
the plan by the holders of securities 
junior to the bonds is always open to 
serious question. Here, however, 
value is affected by contingencies to 
a greater degree than in most utility 
cases and the total participation by 
junior security holders, the greater 
part of which is allocated to creditors, 
is equivalent to only 3.5 per cent of 
the total capitalization (including sur- 
plus) of the reorganized company and, 
in addition, is junior in rank to new 


first mortgage bonds representing 
slightly over half of such capitaliza. 
tion. Under such circumstances we 
do not find that this relatively smalj 
participation by the unsecured cred- 
itors and preferred stockholders te. 
sults in so substantial a diversion, if 
in fact there is any diversion at all, 
to junior claimants of interests in the 
reorganized company which belong to 
the bondholders that our approval of 
the plan should be withheld on the 
ground that it is unfair and thus pre- 
vent its submission to the Company's 
security holders. 

The initial board of directors of 
the reorganized company is to consist 
of seven members whose terms of of- 
fice shall be three years. Four of these 
directors are to be selected by repre- 
sentatives of the bondholders, two by 
Midland, and one by the court. Thus, 
at the outset at least, control of the 
reorganized company will rest with 
the directors selected by those repre- 
senting the bondholders. The bond- 
holders’ representatives have stated 
that three of the directors to be se- 
lected by them will be residents of 
Lima, Ohio. Moreover, as all but 
a very small part of the new stock 
is to be issued to the bondholders, they 
will thereby have the means of con- 
trolling the Company, which they can 
exercise so long as they continue to 
hold the stock. 

At the hearings and upon oral ar- 
gument on the initial plan, objection 
was made to the plan on behalf of the 
holder of $10,000 of West Ohio 
bonds, because it requires the bond- 
holders to accept some equity securi- 
ties in exchange for first mortgage 
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bonds. Counsel for the trustee un- 
der the West Ohio Gas indenture, se- 
curing the bonds at first, joined in 
these objections, but after the submis- 
sion of the amended plan now before 
us, which gives the bondholders sub- 
stantially more than the earlier plan, 
withdrew such objections and an- 
nounced its approval of the plan, and 
one of its officers testified that the 
trustee would recommend acceptance 
of the plan by the bondholders. It 
was, of course, recognized by the ob- 
jectors that even if new mortgage 
bonds were issued in addition to those 
provided by the plan, the payment of 
interest on such additional bonds 
would have to be made contingent up- 
on the Company’s earnings being suf- 
ficient for such payment and, there- 
fore, they suggested that income bonds 
be issued in addition to the fixed in- 
terest bonds provided by the plan. 
Other suggested modifications of the 
plan involved substantial reductions 
of the amount of stock to be issued 
to the bondholders so that control of 
the reorganized company would re- 
main in Midland. 

The issuance of new bonds in the 
principal amount of the outstanding 
bonds, part of which would bear con- 
tingent interest, would indeed pre- 
serve for the present bondholders 
their lien upon the Company’s prop- 
erty for the full principal amount of 
the bonds they now hold and might 
also require the payment of more in- 
terest to the bondholders than would 
be payable on the bonds provided by 





10 The Delphos bonds are held by or for the 
benefit of a few individuals. None of the 
holders of such bonds appeared or was repre- 
sented in the proceedings before this Com- 
mission, 
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the plan. It would also preserve the 
bondholders’ rights to payment of the 
full principal amount of their bonds 
at the new maturity date. The reali- 
zation of such rights is not, however, 
predictable and they might well prove 
to be illusory. 

[9, 10] This Company has a high 
operating ratio, and its earnings are 
subject to the exigencies of competi- 
tion from other utilities. If a plan 
of reorganization is to be sound, new 
securities ought not to be issued in an 
amount in excess of that on which 
specified interest payments and some 
protective margin of earnings appear 
to be a reasonable prospect. Similar- 


ly, the amount of the funded debt 
should not be excessive in relation to 
the value of assets and the Company’s 
total capitalization and should not be 
so high as to constitute a source of 


danger to the Company at maturity. 
Securities conforming with such 
standards may also be expected, un- 
der normal conditions, to be more 
marketable than securities which fall 
short of such standards. The issu- 
ance of a substantial amount of in- 
come bonds in this reorganization 
would conflict squarely with the stand- 
ards required by the act to be observed 
in such cases. 

In view of what we have said and 
of the evidence in the record in this 
case there is no reason for making 
any adverse findings under subsection 
(d) of § 7 or under § 7 (e) with re- 
spect to the distribution of voting 
power resulting from the issuance of 
the new securities. As all of the se- 
curities to be issued under the plan 
are to be issued for the purpose of 
effecting a reorganization they satisfy 
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the requirements of subsection. (c) 
(2) (A) of § 7. 

The Ohio Public Utilities Commis- 
sion also has jurisdiction over the is- 
suance of the new securities. No ap- 
plication has yet been made to that 
Commission for action in respect of 
these matters and our order herein 
will be conditioned upon a satisfactory 
showing that the applicable laws of 
Ohio have been complied with and 
that the plan, as approved by this 
Commission, has been confirmed by 
the court in the proceedings now pend- 
ing under the Bankruptcy Act. 

Forms of the trust indenture under 
which the new bonds are to be issued 
and of amendments of the Company’s 
articles of incorporation to be adopted 
pursuant to the plan have not yet been 
filed with the Commission. In accord- 
ance with Rule U-11F-—1 such docu- 


ments may be filed subsequent to the 
order of the Commission approving 
the plan, but must be filed with the 
Commission before the issuance of 


the new securities, and our approval 
of such issuance is to be conditional 
upon the appropriateness of the forms 
of such documents and of the terms 
and conditions thereof." 

For the reasons stated and on the 
basis of the findings herein contained 
the amended plan of reorganization js 
approved. The Commission reserves 
jurisdiction to approve all fees, ex- 
penses, and remuneration payable in 
connection with this reorganization 
pursuant to Rule U-11F-2 adopted by 
the Commission under § 11 (f) of the 
act. 

An appropriate order to the above 
effect will issue. 


HEa.y, Commissioner, concurring: 
I concur in the result. I do not con- 
cur in the application made by the ma- 
jority of the opinion of the Supreme 
Court in Kansas City Terminal R. Co. 
v. Central U. Trust Co. (1926) 271 
U. S. 445, 70 L. ed. 1028, 46 S. Ct. 
549. 





11 At the hearing it was stated on behalf of 
the applicants that the Company’s Articles of 
Incorporation as amended for the purposes of 
the plan will provide that the holders of the 
new common stock shall have preémptive 


rights to subscribe for any additional shares 
of such stock which may be issued in the 
future. It was similarly indicated that it was 
appropriate to provide for cumulative voting. 
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BUY More Performance 
Per Truck Dollar. . . 
BUY INTERNATIONAL 





| 


The Oklahoma Gas & Electric Co., Oklahoma City, Okla., uses this International Cab-Over-Engine Truck, equipped 
with winch, on line maintenance work. Note the six-man cab which provides room for the crew to and from jobs. 


INTERNATIONAL performance, economy, 
long life, and after-sale service have won the 
espect and admiration of truck users every- 
where for this great line of trucks. Every 
year adds to the International reputation for 
outstanding truck value. 

Turn your hauling over to Internationals 
and enjoy all the advantages these trucks 
bring to your work, They are designed and 
built as all-truck trucks. Their handsome ap- 


pearance reflects the quality and skilled en- 
gineering that have gone into every detail 
to make the best truck investment on the 
market. 


International offers the most complete line 
of trucks, a wide range of models, from Half- 
Ton units up. See the nearby. International 
dealer or Company-owned branch for com- 
plete information. 


INTERNATIONAL HARVESTER COMPANY 


(Incorporated) 
180 North Michigan Avenue, Chicago, Illinois 


INTERNATIONAL TRUCKS 
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Industrial Progress 


Selected information about manufacturers, 
new products, and new methods. Also news on 
personnel changes, recent and coming events. 
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C. & S. Corp. Contemplates 
$33,000,000 Expenditure 


OMMONWEALTH & Southern Corp. contem- 

plates spending approximately the same 
on new construction during the current year 
as it did in 1938. 

The preliminary budget as now outlined calls 
for the expenditure of approximately $33,000,- 
000, which would compare with an actual out- 
lay during 1938 of $34,777,000. 

As in the past several years, the major out- 
lay again will be in the system’s northern 
properties, namely those operating in Penn- 
sylvania, Ohio, Michigan and Illinois. 

Of the total $33,000,000 figure allocated for 
the entire C. & S, system this year, around 
$9,000,000 is slated for the southern properties, 
and of that sum the greatest part is for dis- 
tribution facilities. 

Of: the total 1939 budget, approximately 
$7,600,000 is to be applied toward additions to 
steam generating equipment. The largest sin- 
gle item is for distribution facilities which 
this year will take around $19,000,000. This 
item includes, however, some $5,200,000 for 
rural line extension. Transmission line exten- 
sions will cost around $2,300,000. The remain- 
der of the budget is devoted to gas, transpor- 
tation, heating and miscellaneous. 

The finishing touches will be applied to a 
considerable amount of new generating equip- 
ment this year. Approximately 140,000 kilo- 
watts of new capacity will probably go into 
operation before the end of 1939 at different 
places within the system. All of that work 
was authorized originally in 1937, but was 
slowed up by unfavorable business develop- 
ments in the latter part of 1937 and 1938. 
This total is made up of four 35,000 kilowatt 
units to be installed in Pennsylvania, Ohio, 
Illinois and Michigan. 

In addition there are 95,000 kilowatts com- 
prised of two 35,000 kilowatt units and one 
25,000. kilowatt unit, which are likely to go 
in service in 1940 and 1941. 

Construction work by the system’s Michigan 
subsidiary, Consumers Power Co., calls for 
nearly $16,000,000, contrasted with slightly 
more than $11,000,000 during 1938. 


E.T.L. New Home Offers 
Additional Facilities 


LECTRICAL Testing Laboratories has issued 

.a special edition of “Current Notes” pre- 

senting a brief description of their new home 

7 East End Avenue at 79th Street, New York 
ity. 


Now located in an eight-story, thoroughly 
fire-proofed building, with better arrangement 
and facilities than were available in the old 
building occupied for the last 30 years, E.TL, 
hopes to serve its present clientele to better 
effect than heretofore and hopes that the addi- 
tion of new clients may make possible an in- 
creased staff and a better and prompter sery- 
ice in some lines of work. 

Within the company’s new headquarters is 
housed a comprehensive equipment having a 
present-day book value in excess of $400,000, 
The testing staff, departmentalized with re- 
spect to types of work, is broadly experienced, 
having an average tenure in the company’s 
employ of over ten years, Upon any problem 
that arises there can be brought to bear the 
points of view of chemists, engineers and physi- 
cists having varied experience and each in a 
position to make his contribution to the com- 
mon solution. 


American Perforator Markets 
New Portable Duplex Receiptor 


UE to the many demands from public util- 
D ity companies throughout the country for 
a moderately priced duplex receipting perfora- 
tor, The American Perforator Company of 
Chicago has brought on the market a new 
Hand Model Portable Duplex Receiptor. 

A feature of great importance is the fact 
that over 90 per cent of the parts of this new 
model are interchangeable with their Portable’ 
Electric Duplex Receiptor. These include the 
die blocks, the entire cutting unit, and the 
cashier’s identification keys. F 

Some of the other important features of 
this new hand model machine are: 

Two built-in pin tumbler locks which can 
be operated either with one master key or 
with two different keys. 

The lock on the side of the machine which 
locks automatically by just pushing it as one 
would press a push button, and in this manner, 
the handle can be locked either in an “up” or 
“down” position. When the handle is locked 
down, no paper can be inserted in the die 
block. “ 

Five roller bearings and two knife-thrust 
ball bearings, a new advancement in perforator 
building, which provide at least 30 per cent 
easier operation than any other hand-operated 
perforator on the market according to the 
manufacturer. The machine is so constructed 
that even if the handle is released and _per- 
mitted to fly back, there is no undue strain on 
the machine, no jumping, such as is often the 
case with many hand-operated models, 

The main power link is of unusual design— 
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COMBINED METERS 
AND TIME-SWITCHES 


TYPE HV-11-S-2 


TYPE HV-11-A 


SANGAMO TYPE HV METERS 


The Type HV instruments combine a 
standard singlephase HF watthour 
meter with a synchronous motor time- 
switch—in various switching arrange- 
ments—supplied with or without two- 
rate register. Low cost installation and 
minimum space requirements make 
them desirable for metering and con- 


trolling off-peak loads. 


“st era Meters tor Modern Loads! 


SANGAMO 


ELECTRIC COMPANY 


SPRINGFIELD, ILLINOIS 





One of the Secrets of This Battery's Life 


—Pure Lead 


Section of Manchester 
positive plate showing 
“buttons” of pure lead, 
forced under great pres- 
sure into openings in alloy 
grid. 


Exide 


CHLORIDE 
BATTERIES 


“Buttons in an Alloy Grid 


Dp SIGNED for control bus, exciter, telephone and 
other stationary services, the life of the Exide- 

Chloride Battery is measured, not in months, 
but in years. 


Largely responsible for this consistently long life and 
great dependability, are its unusual Manchester posi- 
tive plates with buttons of pure lead firmly anchored 
in alloy grids. Bulletin 204 describes this battery in 
detail. Write for a copy. 


THE ELECTRIC STORAGE BATTERY CO. 


The World’s Largest Manufacturers of Storage Batteries for 
Every Purpose 


PHILADELPHIA 
Exide Batteries of Canada, Limited, Toronto 
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a built-in unit, working entirely inside the ma- 
chine and independently controlling the stroke. 
It also provides a separate adjustment for the 
operation of the handle return spring. The 
bolt machine lock controls this power link and 
it is reported that this construction is some- 
thing which has never been accomplished be- 
fore in a perforator. 

All unpainted parts are cadmium plated 
against rust. The stroke of the handle is con- 
trolled inside of the machine. The handle grip 
is of plastic material and rotates with the 
hand. The machine is streamlined and encased 
in an aluminum cover. 

Any information desired regarding this ma- 
chine can be had by writing to The Amer- 
ican Perforator Company, 625 West Jackson 
Boulevard, Chicago, Illinois. 


“Overvoltage” Paper Presented 
at A.I.E.E. Convention 


O NE of the papers presented at the winter 
convention of the American Institute of 
Electrical Engineers, meeting in New York 
Ci y, January 23rd to 27th, was entitled “Over- 
voltages during Power-system Faults.” 

This paper was presented by Miss Edith 
Clarke, General Electric engineer on power 
transmission and distribution problems, from 
Schenectady, and was co-authored with S. B. 
Crary and H. A. Peterson, both of Schenec- 
tady. Mr. Crary appeared on the program in 
connection with the discussion of this paper, 
and Mr. Peterson as author of another paper 
presented at the same session. 

On the basis of their work the authors pre- 
sented a series of conclusions and produced a 
series of curves showing the voltages that fol- 
low faults—curves which can be applied by 
electrical engineers in so designing transmis- 
sion and distribution systems that trouble-caus- 
ing overvoltages can be prevented or mini- 
mized, thereby increasing the satisfaction of 
users of the power. 

Overvoltages on power systems result from 
lightning, switching surges, faults, and over- 
speeding of machines that have lost their loads. 
The duration and magnitude of such over- 
voltages are affected by the characteristics of 
the electric circuit and of the machines; and 
grounding methods, lightning arresters and 
similar equipments all have their particular 
functions to perform in minimizing, withstand- 
ing or correcting overvoltages. 

In one of the laboratories at Schenectady the 
authors constructed a miniature electric sys- 
tem, duplicating the essential and pertinent 
characteristics met with on full-size systems 
in the field. On this laboratory system they 
conducted test and made calculations to deter- 


mine the maximum magnitude of voltage on 
an electric system during a fault, In their 
tests the authors used a cathode ray oscillo- 
scope which made it possible to arrest mo- 
tion and give the investigators opportunity to 
study with ease just what was happening dur- 
ing any one particular cycle of the 40-cycle 
alternating current—in a sixtieth of a second. 
or even less, Thus a clear picture of a transi. 
ent voltage during any period of particular 
interest was obtained. 


California Utility Plans 
$2,038,900 Expenditure 


ROSS construction expenditures of San 

Diego Consolidated Gas & Electric Com- 
pany for this year will total $1,744,900, plus 
$294,000 for maintenance. Last year, the com- 
pany spent $1,148,000 for new construction 
and $290,000 for maintenance. 

This year, the company is planning to spend 
$600,900 on steam stations, as against $181,000 
last year. The major item in the budget is 
for distribution, for which $946,000 will be 
spent, against $800,000 in 1938. The company 
has increased its budget for transmission work 
from $41,000 last year to $146,000 this year. 

While new construction and improvements 
to the system occupy prominent places in the 
program for the year, a great deal of emphasis 
is being placed on load building. Appliance 
merchandising will be promoted during every 
month of the year. 

Last year the company sold $3,000,000 of 
appliances, according to A. E. Holloway, vice- 
president in charge of sales. 


New Model International 
Diesel TracTracTor 


M opEL TD-18 Diesel six-cylinder Trac- 
TracTor, the largest and latest in the 
International crawler-tractor line, will be fea- 
tured at the thirty-sixth convention of the 
Road Builders’ Association to be held in San 
Francisco, March 7th to 10th, 

The maximum belt horsepower of the new 
TD-18 is approximately 80 and maximum 
drawbar horsepower is 70, both figures being 
corrected to sea level barometric pressure and 
temperature of 60 degrees Fahrenheit. 

As is the case with other International 
Diesels, the TD-18 engine is provided with a 
distinctive method of starting by which it 
starts on gasoline and, after a minute or less 
of operation, shifts to full Diesel operation. 
A conventional automotive-type electric start- 
er is regular equipment, and with it the engine 
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ELECTRIC HEATING EQUIPMENT THAT WILL 
HELP YOU SERVE THE PUBLIC BEST 

of Electric 

urposes. 


Designing, Engineering, Manufacturin, 
Heating Units for Industrial 


ACME ELECTRIC HEATING CO., Dept. U 
1217. Washington St., 
Boston, ass. 











ZENITH ELECTRIC CO. 


Automatic Control Equipment 
Magnetic Switches—Time Switches 
Program. Clocks—Automatic Timers 

Special equipment made to your specifications. 
603 So. Dearborn St. Chicago, Ill. 
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R & S Bill Frequency Analyzer: developed for our Utility Rate Service. 
The 100 cu. ft. of gas billed are entered on the adding machine. A tape is 
prepared of all items and a ption total lated, which serves as a 
control. At the same time—by this single operation—the bill count for each 
100 cu. ft. of gas step is made by the electrically controlled registers. 
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he A continuance of frequent rate changes, and the pressing need 
™ for current data on customer usage is causing many Operating 
re and Holding Companies to use R & S One-Step Method for 
ng analyses, and compilations required for scientific rate making. 


Costs have been greatly reduced. 


mn, Estimates promptly submitted. Such marked savings that analyses now can 
od be carried on currently for much less than former cost of periodic studies. 





Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York, N. Y. 
Boston Chieago Detrolt Montreal Toronto 
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40 INDUSTRIAL PROGRESS (Continued) 


is started easily from the seat, regardless of 
weather. 

Important features include: six forward and 
two reverse speeds; clutch brake for fast gear 
shifting; power-actuated steering clutches 
which make steering unusually easy; adjust- 
able steering levers and pedals to suit opera- 
tor; ball-and-socket outer pivots, special diag- 
onal arm inner pivot bearings, and roller stabil- 
izer to relieve pivot shaft of twisting stresses 
and keep tracks in alignment; track shoes 
keyed to track links to eliminate loosening of 
shoes; full-pressure engine lubrication at all 
working angles by triple-gear oil pump; spe- 
cial gravity lubrication for track rollers at low 
speeds and pressure lubrication at high speeds ; 
quintuple-sealed track rollers to keep out dirt; 
Tocco-hardened crankshaft with replaceable 
main and connecting-rod bearings; unit con- 
struction by which each steering brake, steer- 
ing clutch, track frame assembly, and other 
units can be adjusted or replaced without dis- 
turbing adjacent parts; simple operating ad- 
justments, 


Vulcan Soot Blower Corp. 
Moves into New Offices 


ULCAN Soot Blower Corporation, the oldest 

manufacturer of mechanical soot blowers 
in the United States, celebrated thirty-six 
years of continuous service by moving into 
new general offices at 314 W. Long Avenue, 
DuBois, Penna., where they will be glad to 
welcome their many clients and friends in the 
industry. 

Completely refurnished, with the latest en- 
gineering and office equipment, the new offices 
are lighted by complete indirect Westinghouse 
magnalux equipment engineered and installed 
under the direction of Westinghouse engineers. 


A.I.E.E. Delegates Inspect 
Turbine-Generator 


SF Mores latest advance in power plant equip- 
ment design, a turbine-generator operating 
in hydrogen in the East 40th street Waterside 
station of the Consolidated Edison Company, 
was inspected recently by delegates to the 
mid-winter meeting of the American Insti- 
tute of Electrical Engineers. 

Built by the General Electric Company, the 
unit is known as a “topping” turbine because 
it has been superimposed on one of the ex- 
isting installations. Annual savings of $500,- 
000 in coal alone are expected to be effected 
by the new unit, which uses more than 1,000,000 
pounds of 900 degree Fahrenheit steam at 1200 
lb. gage pressure in producing approximately 
53,000 kilowatts per hour. 

Hydrogen-cooled units of the type installed 
at Waterside station have been in general use 
for little more than one year, but have already 
attained wide acceptance. Since the first one 
was placed in operation at Dayton, Ohio, in 
October, 1937, additional units representing a 
total power output of more than 400,000 kilo- 
watts have been put in service. Most of the 


large turbine-generators sold last year were 
of the hydrogen-cooled type. 

The popularity of the hydrogen-cooled tur- 
bine-generator is attributed to the demand by 
utilities for increasingly larger units at 3600 
r.p.m. ratings. Use of hydrogen cooling js 
said to have made possible the construction of 
units to operate at this speed in larger capac- 
ities than was formerly thought possible, 

Chief advantage of the hydrogen-cooled unit 
is the material reduction in windage losses it 
obtains. The tremendous speed at which the 
turbine-generator operates requires a coolant 
with such properties as hydrogen, which 
possesses a thermal conductivity seven times 
greater than the air we breathe. 

Other advantages claimed for the hydro- 
gen-cooled unit are that its insulation lasts 
longer because oxidation is prevented. Further, 
the hazard of damage by fire is eliminated 
because hydrogen will not support combustion, 

One of the important design differences be- 
tween the conventional turbine generator and 
the hydrogen-cooled type is that the casing of 
the latter unit must be gas-tight for reasons 
of economy and safety. Escape of hydrogen 
would prove expensive and the infiltration of 
air might create and explosive mixture of air 
and hydrogen within the generator or the 
lubricating system. 


Johns-Manville to Open 
Three New Plants 


b geo Johns-Manville Corporation — will 
open three new plants between now and 
early next year, according to a recent announce- 
ment by Lewis H. Brown, president. 

The new units will give work to at least 
1,000 additional employees and will cost about 
$4,000,000. 


Booklet on Seamless Tubing 
Issued by Babcock & Wilcox 


| Babcock & Wilcox Company has is- 
sued a useful publication, Technical Bul- 
letin 9, entitled Methods of Working Seam- 
less Tubes and Pipe of Intermediate Grades 
of B & W Croloys containing chromium, 
molybderium, and other alloying elements. The 
bulletin outlines the proper procedure for fab- 
ricating operations, such as cold and hot bend- 
ing, Van Stoning, upsetting, forging, and 
welding on tubes and pipe of these materials, 
which contain from 2 per cent to 9 per cent 
of chromium. 


J. & L. Appointment 


$ 4x. appointment of W. A. Huber as man- 
ager of sales of the Gilmore Wire Rope 
Division of the Jones & Laughlin Steel Cor- 
poration was announced. 

Mr. Huber has been with J. & L. since 1936 
and prior to that time had been in public ac- 
counting and sales work for a number of years. 
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TOMORROW'S TREND TODAY 











TRANSFORMERS 


At left: 

Helical type surged gen- 
erator suitable for opera- 
tion indoors or outdoors 


Above: 

Cathode Ray Oscillograph with 
60 KV rectifier and drum type 
molecular pump in addition to 
oil vacuum pump 


Tested in the Factory 


e e e 
in the Field! 
Proven in the Field! 
Pennsylvania now has the most complete impulse-testing equipment, including 
a surge-generator ample enough to test the highest voltage transformer installed 
on any transmission system. 
This is in line with Pennsylvania’s established policy of continuously provid- 
ing facilities for research and development so important in maintaining the vital 
characteristics of every transformer bearing the Penn- 
sylvania name .. . longer life, greater reliability, 
lower upkeep! 
* 


TRANSFORMER COMPANY 


1701 ISLAND AVE., 
N.S., PITTSBURGH, PA. 
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NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 


These pamphlets are incorporated in the printed and bound volume of 
the 1938 Convention Proceedings, November 15-18, 1938,7 but are 
Separately Available for immediate delivery 


REPORT OF SPECIAL COMMITTEE ON DEPRECIATION 


“Depreciation Principles and Methods” 

Accounting for Depreciation 

Depreciation in Rate Cases 

Results of Straight-Line and Sinking-Fund Methods 

Methods of Estimating Depreciation Rates 

15 “Dables: And 32 ‘Chan; Boo. 65's bs oon okie wsenenene ewes $1.50 
(Descriptive Memorandum from Chairman A. R. Colbert upon request) 


Report of Committee on Progress in Public Utility Regulation, 74 pp. ......... 1.20 
(1937 Report also available at 75¢c per copy) 

Report of Special Committee on Public Utility Finance, 29 pp. ..... ae eee 15 

Report of Committee on Public Utility Rates, 21 pp. ....... aac Pane i viseuetereraie 60 
(1937 Report also available at 60c per copy) 

Memorandum concerning Effect of Recent Court Decisions upon State Commission 
Jurisdiction respecting Depreciation—by John E. Benton, General Solicitor, 
Dey Ags | Se 0G 0 Me res ri rrr rn irre rr er ya trie $1.00 


The following reports are also incorporated in the Convention Proceedings but 
are NOT separately available: 

Rural Electrification Motor Vehicle Transportation 

oe, ane a of ee Se Uniform Motor Freight Classification 
niformity of State Commission Procedure \ i : 

The Rail Transportation Problem pa aero between State and Federal 

Valuation ind re gaa 

Legislation History of and Current Developments in 

Intercorporate Relations Regulation 








Statistics and Accounts of Railroad Companies xeneration and Distribution of Electric Power 


Other publications of the Association: 
laa: System of Accounts for Electric Utilities (1936 Revision) (Classes A, B, 
, and D) 

*Uniform System of Accounts for Gas Utilities (1939 Revised edition, incorporating 
1937 and 1938 revisions) (Classes A, B, C and D) (Manufactured and 
Natural Gas) (Available February 1939) $2 

*Uniform System of Accounts for Gas Utilities (1936 Revision, with 1937 and 1938 
revisions in separate pamphlets) (Classes A and B) (Manufactured and 
Natural Gas) (Available immediately) 

*1938 Revisions only of the Uniform System of Accounts for Gas Utilities 
(available immediately ) 

*Uniform System of Accounts for Water Utilities (1939 Revised edition) (Available 
February 1939) 

*Retirement Units for Electric Utilities .. 

*Retirement Units for Gas Utilities . 

*Retirement Unite for Water Utils. ioc. cccs cc evecrecccsseeccsuvsesescoveine $1.00 

Interpretations of the Uniform System of Accounts for Electric Utilities $1 

Depreciation—A Review of Legal and Accounting Problems 


*Discounts—5%—25 copies, 10%—50 copies. 
Where remittance accompanies order, we pay the forwarding charges. 


{The Convention Proceedings will be off the press January 1939. ($6.00) 


THE STATE LAW REPORTING COMPANY 


Official Reporters & Publishers of N.A.R.U.0. 
30 VESEY STREET NEW YORK, N. Y. 
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A Positive Method of Extinguishing Oil Fires 











INTRODUCED 
by 
GRINNELL 


Patented in United States, Canada 
and Foreign Countries 


The patented. principle of Grinnell “Mulsifyre” 





System is the conversion of an inflammable liquid 
into one which cannot burn by the simple and 
effective method of emulsifying it. With this 
system the necessary mechanical agitation to 
A eli ead toe form the emulsion is provided by discharging 
water (and water alone) with force onto the 
surface of the oil. To accomplish this Grinnell 
has perfected a special form of discharge nozzle 


called a Projector. Both the method and the 


apparatus are fully covered by patents. 


Many installations, both among U. S. and foreign 
utility companies, attest to the effectiveness of 


the Grinnell “Mulsifyre” System. 





Send for special 78-page booklet describ- 
ing “Mulsifyre” and its applications. 
Grinnell Company, Inc., Executive 
Five Seconds after water was turned on, Offices, Providence, R. I. Branch offices 
“Mulsifyre” system has completely in principal cities. 


extinguished the fire, 


AUTOMATIC SPRINKLER FIRE PROTECTION 
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Alphabetic Bookkeeping and 
Accounting Machine 


Investigate the SPEED and 
Flexibility of punched card accounting 


It isn't necessary to have a large volume of business, to benefit by the 
punched card method of accounting. This modern, widely-accepted 
method now offers an advantage to small and medium-sized companies. 













This advantage lies in the flexibility of the machine shown above. This 
one machine will take care of practically every type of utility account- 
ing. It will prepare the complete reports you need automatically from 
punched cards. Simply by altering the controls on this machine you 
can switch from Billing to Payroll to Operating Ledgers—all in a 
matter of minutes. 


Write for detailed information concerning the advantages which this 
flexibility and speed can mean to your business. 








| INTERNATIONAL BUSINESS ral daliA CORPORATION 


World Headquarters Relision y, a Branch Offices In 








Principal Cities of the World 






590 Madison Ave., New York 
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TYPICAL OF KINNEAR’S ABILITY TO MEET ANY DOOR NEED 





~~ ,~ 


/) 


oS gg the 
\ 


KINNEAR ROLLING DOORS 


Doors were needed that would open and close the full width of a 
75 ft. wide opening . . . to allow a large crane to pass from one 
section of the building to another. And they wanted doors that 
would operate quickly, easily, and economically. A tough prob- 
lem, you might think — but not for Kinnear! 


The solution? Five convenient Motor Operated Kinnear Rolling 
Doors and four movable center posts. The doors open at the touch 
of a button; then the center posts swing upward and out of the way, 
also by motor control. The opening is completely cleared in a few 
seconds. 


Like all Kinnear Doors, they open out of the way above the opening, 
without taking up usable space. They're ruggedly built of all steel, 
and soundly engineered for last- 
ing, care-free service. They will 
not sag, bind or stick, they are fire 
repellent, and almost wearproof! 
They're the perfect answer to this 
—or any other—service door 
problem! 


KINNEAR 
0 Manufacturing Company 


2060-80 FIELDS AVE. 
COLUMBUS, OHIO 
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Marshalling the facts— 
Interpreting issues 


and trends— 


Here is a new book that will help the business man to 
arrive at sound viewpoints concerning the ever more im- 
portant questions of public utility regulation. The book 
supplies the necessary analysis of the nature and extent of 
regulation today—critically and impartially considers its 
economic significance. 


Just Published 
Public Utility Regulation 


By G. Lloyd Wilson, Professor of Transportation and Public 
Utilities, University of Pennsylvania 
James M. Herring, Assistant Professor of Geography and 
Public Utilities, University of Pennsylvania 
and Roland B. Eutsler, Professor of Economics and Insur- 
ance, University of Florida 

571 pages, 6 x 9, $4.00 





Chapter Headi This book does the job of research for the man who wants 

apter f1eaaings a full, detailed picture of the regulation situation. It is a 

Regulation before the Estab- correlation and analysis of facts from laws, records, court 

Bo ment of — anes decisions, the literature, and other sources that have a bear- 

ee a eee ing on the case. It represents the complete, integrated story 

Regulation by State Com- ; Panaay: ’ ‘ 

missions E —the history, the extent, the significance, the trend, of public 

Regulation of Accounting and utility regulation in the United States. 

Reporting 

Rate Regulation : : ; 

bl Valuation of Public Util- You will appreciate the pertinently critical discussion of : 

Fair Return —the emergence of regulation and its development through the state 

Depreciation commissions pattern 

Regulation of Service the problems of state versus local regulation 

Regulation of Security Issues —the issues involved in regulation of accounting and reporting, rates 

- Regulation of Holding Com- and valuation for rate-making, rate of return, depreciation, service, 

The Federal Govern: t and Ny Se. oe 

* "the Public Utilities ce —the expanding role of the Federal Government in utility control, and 
its value in terms of the possibilities of sounder regulation 


- Regulation of Motor Transpor- A 

tation —Governmental experiences in undertaking power projects and pro 
. Federal Regulation of Inter- moting rural electrification 

ste Commaates in Gas and -—their significance as instances of national economic planning 
: National Bower Policy and the —the issues of governmental versus private ownership 

ederal Power Commission 

. Federal Power Projects 
. Rural Electrification Order from 


Federal Regulation of Com- 


. Cee Owrsihle PUBLIC UTILITIES REPORTS, INC. 
MUNSEY BLDG. WASHINGTON, D. C. 
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Ric-wth CAST 
IRON CONDUIT 


for Steam Lines Run 
Under Rail Traffic 


Prevent leakage and loss in your 
team lines, keep them tight, dry and 

% + efficient with a Rie-wiL Cast 
Tron System, insulated with genuine 
Dry-paC Waterproof Asbestos. This 
trong cast iron system, with ribbed 
reinforced sections, can be laid under 
rail traffic with assurance of perma- 
nent stability. Its load carrying 
capacity has been fully demonstrated 
in many installations for public 
utilities. It meets railway specifica- 
tion requirements. Furnished with 
either heavy tile drain or cast iron 
drain. 

Rie-wiL also makes Standard Tile and 


SuperTile Conduit Systems. Write for 
complete catalog and test 


THE RIC-WIL COMPANY 


1562 Union Commerce Bldg. Cleveland, Ohio Fo 
New York Chicago CONDUIT SYSTEMS FOR 


AGENTS IN PRINCIPAL CITIES UNDERGROUND STEAM PIPES 








HYDRAULIC TURBINES 


BUTTERFLY VALVES 
MECHANICAL RACK RAKES 
GATES—HOISTS 

wans | PENSTOCKS, ETC. 

is a 

bear p EN 

story 

public 


Bolting the Spiral Casing before Riveting 
NEWPORT NEWS SHIPBUILDING AND DRY DOCK COMPANY 


Hydraulic Turbine Division 
NEWPORT NEWS, VA. 
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P. U. R. DIGEST 


CUMULATIVE 


A Digest That Is Serviced 


The Only Complete Digest of Public Service Law and Regulation 





A WORK OF PRIMARY AUTHORITY CONTAINING THE 
DECISIONS AND RULINGS OF THE 


United States Supreme Court 
_omendine United States Circuit Courts exiresss 
of Appeals 
COVERING United States District Courts ALPHABETICAL 

FIFTY YEARS State Courts CLASSIFICATION 
Federal Regulatory OF SUBJECTS 
AN EXHAUSTIVE S R petro “sn ape : elenen 

ances -an tate Regulatory Commissions 


Insular and Territorial Regu- ; 
THE LAW latory Commissions A GREAT#SERVICE 











ee 


WRITE FOR PRICE AND PAYMENT PLANS 


PUBLIC UTILITIES REPORTS, INC. 


Tenth Floor, Munsey Building, Washington, D. C. 
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“Clevelands” special Trailers give truck-speed transportation 
at Low Cost. Machines load and unload on Trailers in 10 
to 15 minutes. 








Dig Anywhere— 


Anytime 


Every day, more Public 
Utilities are realizing that 
“Clevelands” are setting a 

new high in Ditching Per- 
formance, 


They like the compactness and 
mobility of “Clevelands”—their 
modern, dependable construction 
which eliminates dead weight 
and increases effectiveness. 


They respect their speed and the 
way “Clevelands” have come 
through for them on difficult jobs, 
for “Clevelands” have definitely 
saved them money on their ditch- 


ing. 
You, too, can “go to town” with 
“Clevelands”. Let us tell you 


how and why, there is no obliga- 
tion. 


THE CLEVELAND 
TRENCHER COMPANY 


"Pioneer of the Small Trencher"' 
20100 St. Clair Avenue 
Cleveland, Ohio 


© CLEVELANDS © 
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A sef-up for meeting 
special requirements in strand 


HEN special characteristics are required in strand, the place to 

begin is at the open-hearth furnace. The complete integration 
of all manufacturing operations under Bethlehem’s system of control, 
beginning with steel making and following through all subsequent 
phases, is an important factor in making strand to meet special 
conditions. 


BETHLEHEM STEEL COMPANY 
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Advertising. 
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7435 Fifth Ave. 





Working For You 
TO SELL YOUR SPACE ARE 


The largest sales force of any 
advertising organization 


Display ads in Esquire, Sales 
Management, Chain Store Age 
and other outstanding publi- 
cations 


Local newspaper campaigns in 
important key markets 


Consistent and compelling Di- 
rect Mail releases to all leading 
agencies and advertisers. 


BARRON G. COLLIER, INC. 


New York City 
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CHEVROLET TRUCKS FOR 1939 


Are Fitted to Your Needs 


For hauling jobs ranging all the way from _ builder of motor trucks—presents the most 
fleet delivery service up to heavy duty complete and most capable line of trucks 
operation, there is a 1939 Chevrolet truck 
designed to fulfill your requirements. Let 
your nearest Chevrolet dealer show you the 
wide variety and versatility of the Chev- 
rolet 1939 line of 45 models in eight wheel. _rolet’s famed economy, durability and 
base lengths—from Light Delivery units _ efficiency—at new lower prices. Find out 
up to Heavy Duty models of 14,000 pounds —_ now why, during the last six years, business 
gross-weight rating. 


in Chevrolet history. Now there is a 
model fitted to your particular needs. 


Now you may enjoy the benefits of Chev- 


and industry have purchased more Chev- 
Greater Value—at Lower Prices rolets than any other make of truck in the 
For 1939, Chevrolet—the world’s largest — world. 





CHEVROLET MOTOR DIVISION, General Motors Sales Corporation, DETROIT, MICHIGAN 


General Motors Instalment Plan—convenient, economical monthly payments. A General Motors Value 


MASSIVE NEW SUPREMLINE TRUCK STYLING . . . COUPE-TYPE CABS .. . VASTLY IMPROVED VISIBILITY « FAMOUS 
VALVE-IN-HEAD TRUCK ENGINE * POWERFUL HYDRAULIC TRUCK BRAKES (Vacuum-Power Brake Equipment options! 
on Heavy Duty models at additional cost) « FULL-FLOATING REAR AXLE on Heavy Duty models only (2-Speed Ax! 

optional on Heavy Duty models at additional cost) 
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New RIED No. 65R 
threads 4 sizes of pipe 
with 1 set of chasers 


... quicker, better threading at lower cost 






@ These rugged all-steel and malleable alloy 
RIZAID Threaders, with drop-forged 
hardened steel cam plates, are unusual time 
and money savers. Your workmen thread 1” 
to 2” pipe with 1 set of chaser dies instead of 
the usual 16. No extra dies to lose, no bother 
















changing. 

Choice of two mistake-proof workholders— 

quick-setting cam or plate type: set to pipe No. G5RP, ratchet, plate type 
< x 4 i workholder. | hreads sag > 
size, tighten one screw; no bushings. Work- 1%”, 2” pipe with 1 set of dies. 


holders take 2” couplings for threading 2” 


close nipples, 


e most Closed chaser slots can’t stretch. Chaser dies 
trucks of semi-high-speed tool-steel cut accurate 
e is a threads. Flip of thumb lever reverses ratchet 
diids. for safe quick backing off. 

Chey: Your men will appreciate the greater effi- 
y and ciency of these No. 65 threaders, enjoy work- 


ing with them—and. your Company benefits 





nd out 
a in tool economy. Order from your Supply 
usiness ; 
House, today. 
Chev- 
r No. 65RC, ratchet, cam type 
inte} THE RIDGE TOOL COMPANY, ELYRIA, OHIO swith. Rrvan 








= 


yy 
MAKERS OF THE FAMOUS RIG&ID WRENCH 


Sli GssltS pire Toots 
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The sale of Modern Lighting 
for Modern Store Fronts should 
begin at Home! | 


Here’s how Architect Geo. F. Sansbury and the Potomac Edison Company 
convince the merchants and property owners of Cumberland, Md., of the 
value of brightly lighted stores. 


A modern store front demands modern illumina- 
tion. And modern illumination means a heavier 
lighting load. There’s a natural tie-up if there 
ever was one... new Pittco Store Fronts and 
modern lighting. 


But to take best advantage of this tie-up... to 
convince prospects in your community of the sound- 
ness of store front modernization with better light- 
ing . .. there’s nothing more valuable than an 
actual example ... on your own show rooms... 
of just what you mean. 


You talk to a merchant ... tell him the need for 
modern merchandising methods .. . plug away on 
the idea of a new store front with better lighting. 
And to clinch the argument, you say “Look at our 
own quarters down the street. There’s a new 
front . . . illuminated in the modern manner. We 


practice what we preach ... because we know it 
means better business !” 


Put a new Pittco Front on your utility show rooms 
Make them an example of what you preach. An 
when the Pittco Store Front Caravan, sponsored 
by Pittsbi.rgh Plate Glass Company, comes to your 
territory, don’t miss it. It shows you numerous 
actual examples of modern store front lighting. It 
offers you an opportunity to cooperate with a pro- 
motional effort that leads directly to more business 
for you. Contact our local branch for data about 
the Caravan ... and for any cooperation on store 
fronts you may need in your work. 


Tpit PITTS BURGH, 
PLATE GLASS COMPANY 
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* * PRODUCTS 


THE SUPERIOR SWITCH BOARD & DEVICES CO. 
CANTON , OHIO 


ie Leanifaciirirg 


METER € RELAY TEST SWITCHES METER TEST BLOCKS ¢ TABLES 
METER TRANSFORMER ENCLOSURES 








ET THE MOST OUT OF YOUR 
ACCOUNTING SYSTEM 


A good mechanical accounting system costs money .. . particularly for equip- 
ment and operation. Don’t jeopardize your investment by using inferior paper 
for forms. Byron Weston Company, leading manufacturers of rag content 
ledger and record papers, makes two papers expressly for machine book- 
keeping and card record systems. They are: 


WESTON’S WESTON’S 


W7 MACHINE POSTING 
LEDGER 


A 50% rag content paper for fast, efficient 
machine bookkeeping. Has the “‘backbone”’ 
to take constant handling without getting 
dog-eared and without drooping or sagging 
in the tray or binder. A special finish makes 
typing smear-proof and facilitates high speed 
Buff, White, 


filing or sorting. Available in 
Blue, and Pink, in Subs. 24, 28, 32, 36. 


< MACHINE POSTING 
INDEX 


The stock for index and card systems. Writes 
and erases like a fine ledger paper, has the snap 
and strength for years of constant, hard serv- 
ice and a special finish that takes clean, 
sharp, smudgeless type impressions. Avail- 
able in Subs. 43, 53, 67 and 82, in Buff, White, 
Blue, Ecru, Salmon, and Pink. 


Write Byron Weston Co., Dept. C, Daiton, Mass., 
books showing all weights and colors of Weston’s Machine 
Posting Ledger and Index and for WESTON’S PAPERS, pub- 


lished regularly for paper buyers and users. 


ESTON'S PAPERS 
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The following standard specifications cover the 
accuracy of the A and New 
England Water Works Associations for %” cold water 
meters. Any conventional disc meter will meet, them. 


Allowable range (spread), 1 t0 20 g.p.m., 4% 
Minimum Test Flow, ¥4 g.p.m., 90% 





SPECIFICATIONS FOR 


BETTER QUALITY DISC METERS: 
Allowable range (spread), 1t0 209.p.m., 2.2% 


Low Flow Test, %4 g.p.m., 95% 


Water works nen are becoming more more 
Tow flow conscious." They realize that thousands 
of dollars in revenue are being lost annually due to 


the inability of present meters to record, with any 
degree of accuracy, flows of water less than 1 g.pm. 
The Pittsburgh IMO Meter is the solution to the 
low flow measurement problem. Accuracy of 98% 
is guaranteed at %4 g.p.m—90% at 'A2 g.p.m. 
Actually, the majority of Pittsburgh IMO Meters will 
-test better than this and it is commonplace to have 
these meters register 93% at Yea g.p.m. and even 
over 80% at Yao gpm 
I wil pay yout gt the complet sry fh 
Pittsburgh IMO Meter. Writ for Ballin W-525. 


Minimum Test Flow, Ye g.p.m., 90% 


Wut thir 


STANDARD SPECIFICATIONS FOR 
PITTSBURGH IMO METERS: 


Allowable range (spread), | to 20 g.p.m., 1.2 % 
Low Flow Test, % g.p.m., 98% 
Minimum Test Flow, 1/12 g. p.m., 90% 


Electrical lo 
ushes of cu 
lugged, re 
Aleoa Alumi 


an be “ta 





bre made | 
ittings are | 





PITTSBURGH EQUITABLE METER COMPANY [| 


MERCO NORDSTROM VALVE CO. 
NEW YORK- BUFFALO: PHILADELPHIA . . DES MOINES - CHICAGO - COLUMBIA | 
KANSAS CITY - TULSA - LOS ANGELES Wain Offices - PITTSBURGH, PA. MEMPHIS - OAKLAND - sonoma 
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From switchboards to motors, power’ ts 
distributed by Alcoa Aluminum Bus Bar 
in the new Jones & Laughlin Strip Mill. 


Electrical loads are heavy in the steel mill, with sudden 
ushes of current as motors are thrown across the line, 
plugged, reversed or stalled under heavy overloads. 
Alcoa Aluminum Bus Bar provides the current carrying 
apacity required for steel mill circuits and the strength 
0 withstand the high strains imposed on these buses. 
The lighter weight of Aluminum Bus Bar reduces 
he burden on structures supporting it. Supports can 
e lighter, cutting their cost considerably. Aluminum 
an be “tailored” to fit each individual job. Joints 
re made by bolting, or welding. Simple, inexpensive 
ittings are available. 


Our engineers will gladly assist you in selecting 
proper Alcoa Aluminum Bus Bar to meet your 
requirements. ALUMINUM Company OF AMERICA, 
2134 Gulf Building, Pittsburgh, Pennsylvania. 


* * * 


“*Make metal housings of Aluminum, It’s non-magnetic, 
but easy to fabricate; sheet and structural shapes may 
be purchased from stock. Aluminum, though — ¢ 
light in weight, makes housings strong and 

neat. It resists corrosion and retains a pleas- 

ing appearance in industrial atmospheres.” 


ALCOA-ALUMINUM 
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ec 
Sure! I thought taxes were the poe tae pO pr 


other fellow’s worry. “—<_] a minute of each eight-hour 
working day. 

Less taxes—and the people 
could keep for themselves more 
of the income they produce. 
Business and industry would 
have more money for expan- 
sion, more money to put more 
men to work—and more money 
to raise wages of present em- 
ployees. 


“Even felt proud, for awhile, at the big 
way Uncle Sam could spend. 


“Then I begin to wonder where all this 
money’s coming from. 


“Begin to wonder, too, why the boss 
has lost his bounce and got that hunted 
look in his eye. 


“I get the tip-off when I learn the gov- 
ernment earns no money of its own— 
that what it spends has to come out of 
production. 


“When you say production, you mean 
me—and millions of other fellows like 
me who work. 


“I’m told that us folks in manufacturing 
alone—workers, employers, investors 
—kick in at the rate of $34,000 every 
minute of every working day.* 


“Boy, that’s right outa our hides! 


“Looks to me like Washington ought 
to ease up on its fancy gadgets until 
the traffic’ll bear it. 











“Looks to me like we ought to be mix- 
ing our money with brains to see how 
we can economize on the cost of gov- 
ernment. 


“Instead of cheering the ‘friends of the 
people’ who are shooting the works and 
piling the load on business, let’s tell them 
we’re business, all of us who work. Let’s give 
a real cheer for the man who tries to reduce 
the tax burden. 


“For, as almost everybody now knows—What 
Helps Business Helps You!” 


This message is published by 


NATION'S BUSINESS 


—a monthly magazine edited in Washington where 
business and politics meet. ted it eat 12. 316,000 
business men and women subscribe. Begin reading 
Nation’s Business now. 


*Write for free pamphlet, 
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FROM INSULATION HEA 





THE ENGINEER 


“LIKE ALL 
STOCKS — 


— insulations are purchased as an in- 
vestment, the matter of dividends is of 
prime importance in their selection. 

““As in the case of stocks, these insulation 
dividends are bound to vary. In fact, the cash 
returns in fuel savings promised by any given 
insulation are dependent upon three things... 
kind, amount and application.” 

This statement made by the man from Insu- 
lation Headquarters deserves the careful atten- 
tion of every insulation buyer. 

It is based on experience gained by Johns- 
Manville through some 75 years of research 
and practical field service. Experience which 
has shown that one... five... or ten different 
kinds of insulations cannot possibly meet with 
maximum efficiency and economy the require- 


 Johns-Manville 








YARTERS SAYS: 





ALL INSULATIONS 
DON'T PAY THE 
nM, DIVIDENDS! 
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ments of al/ heated or refrigerated equipment 
on the market today. 

This is a truth long recognized at Johns- 
Manville. The present line of J-M Insulations 
totals some forty different types . . . each de- 
signed for a specific insulating service . .. And 
all sharing in common a time-established rec- 
ord for superior performance and durability. 
e 
Hence, having a line of insulations so unusually 
complete, Johns-Manville is in a position to help 
you choose the type and thickness of insulation 
that will assure maximum cash dividends, over 
the longest period of time, on each insulating job 
in your plant. For full details on all J-M 
Insulating Materials, ask for Catalog GI-6A. 

3 Johns-Manville, 22 East 40th Street, 
New York City. 











INDUSTRIAL 
INSULATIONS 


An insulating material for every temperature ...for every service condition 
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Come On In Ann SEZ THEsE 


ABetter Truck for UTILITIES . Priced with the Lowest 


See For Yourself How New Dodge Styling...New 

Larger Cabs...New Rust-Proofing...New “Truck- 

Built” Construction Have Raised Truck Values To 
A New Peak In The Lowest-Price Field! 











New 1939 Dodge 1-Ton Panel—Delivered ready to run at Detroit, Susie: 4 ‘eitiaadine 
airplane-type shock absorbers, front and rear bumpers, spare tire, standard equipment 
and Federal taxes. Transportation, State and local taxes (if any) extra—only.. -- $680 





EE the new Dodge Trucks. See 
RIC ES! how much extra value Dodge gives 


ARE PRo vis 
You'll find Dodge, witt h ae iowest! you at low 1939 prices, in prestige- 
quality, now P' iced W z building beauty and extra economy 


w.B. 
Ys Tom, Detroit, - features. See how Dodge trucks lead 


delivered at > A 
plete with Brie inc the whole low-price field in advance- 
equ pr neport ation, State ments like rust-proofing of complete 
Federal — (if any) extra. cabs and bodies, super-tough Amola 


t ; 
and local taxS° ——————_§ steel axle shafts, springs and other 
aye Ton, 333. Woe com, 49 — parts, and many other oe 
delivered at ST pandard that mean important savings for 
it 
picipmen t. Price ae you. Then take a test and let the 
any) extra, oy truck speak for itself. See your 
TERM Dodge dealer today! 


SF TAKE ATEST 23.4 
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MASTER-LIGHTS 


ANNOUNCE TYPE ‘'wWs'' 


YOU OWE YOUR MEN 
THE BEST THERE IS 


FASTER—BETTER 
LINE REPAIRS 


High powered hand searchlights for inspec- 
tion, repair, and upkeep crews. 


Rechargeable battery and dry battery 
types. 


MANUFACTURERS OF WORLD'S MOST POWERFUL 
HAND AND REPAIR CAR SEARCHLIGHTS 


TYPE WS 


Sent on approval 


CARPENTER MFG. CO.—CAMBRIDGE, MASS. 








WALL BiG BRUTE’ 


DREADNAUGHT 


© Spliceys Furnace-& | 


Designed and built for 


PUBLIC UTILITY SERVICE 





EXTRA WIDE TANK ADOPTED AS STANDARD BY MANY OUTSTAND- 


HINGED FEE ING POWER AND TELEPHONE COMPANIES. 
HEAVY BURNER WITH 





ee = Soar P. WALL MFG. SUPPLY CO. 
KEROSENE OR GASOLINE PITTSBURGH, PA. 
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CRESGENIT 


INSULATED 


Utilities 


RUBBER POWER CABLE 
SERVICE ENTRANCE 
CABLE 
SIGNAL CABLE 
VARNISHED CAMBRIC 
CABLE 


WEATHERPROOF WIRE 
CONTROL CABLE 
DROP CABLE 
LEAD COVERED CABLE 
MAGNET WIRE 
PARKWAY CABLE 





The All-Important Link Between 
Power Source and Home and Factory 


Today, we live electrically—and literally millions of feet of wire 
and cable, to provide power for industry and current for home 
lighting and appliances, bear the Crescent name. For wire and 
cable to meet every electrical need, look to Crescent and its corps 
of qualified Electrical Wholesale Distributors and Sales Repre- 
sentatives throughout the nation. 


All types of Building Wire and all kinds of Special Cables 
to meet A.S.T.M., A.R.A., I.P.C.E.A., N.E.M.A., and all Rail- 
road, Government and Utility Companies’ Specifications. 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A 


Acme Electric Heating Co. 
Aluminum Company of America 
American Appraisal Company .... 
American Engineering Company 
American Perforator Company, The .. 





B 


Babcock & Wilcox Company, The 
Barber Gas Burner Company, The 
Barco Manufacturing Company .. 
Bethlehem Steel Company 

Black & Veatch, Consulting Engineers . 
Burroughs Adding Machine Company ....... 


Cc 


Carpenter Manufacturing Company 
Carter, Earl L., Consulting Engineer 
Cheney and Foster, Engineers ................... 
Chevrolet Motor Division of General Motors 
Sales Corp. 
Cities Service Petroleum 
Products ......... cae 
Cleveland Trenc 
Collier, Barron G., Inc. 
Combustion Engineering Company, The 
Corcoran-Brown Lamp Division =) 
Crescent Insulated Wire & Cable Co., Ine. ........ 





Inside Back Cover 
49 





D 


Davey Tree Expert Company 
Dodge Division of Chrysler Corp. .............. 


E 


Egry Register Company, The 

Electric Storage Battery Company, ~ 
Electrical Testing Laboratories ..........................0.. 26 
Elliott Company 34 
Esleeck Manufacturing Company 





F 

Ford, Bacon & Davis, Inc., Engineers .................. 65 
G 

General Electric Company Outside Back Cnene 


General Motors Truck & Coach Division 
Grinnell Company, Inc. 43 





H 
Hoosier Engineering Company 25 
I 


International Business Machine vg: -sgpiaal see 
International Harvester Company, Inc. 


J 


Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers ... 


*Fortnightly advertisers not in this issue. 


Johns-Manville Corporation 
Jones & Laughlin Steel Corp. 


K 





Kinnear Manufacturing Company, The .... 
Klein, Mathias & Sons 





M 

Merco Nordstrom Valve Company .......................... 
N 

Nation’s Business 


National Carbon C I 
Neptune Meter Company 





yY> Ine. 








59 
Newport News Shipbuilding & Dry Dock Com- 
4 





pany 
Oo 
Okonite-Callender Cable Co., Inc. 


P 


Pennsylvania Transformer Company .... 
Pittsburgh Equitable Meter Company .. 
Pittsburgh Plate Glass C pany 





R 


Railway & Industrial cy ahaa baba 
Recording & Statistical Corp. 
Remington-Rand, Inc. 
Ric-Wil Company, The ? 
Ridge Tool C y, The 
Riley Stoker Corporation 
Robertshaw Ther tat C 
Royal Typewriter C 

















Safety Gas Main Stopper Company .... 
Sanderson & Porter, Engineers 
Sangamo Electric C 
Silex Company, The 
Sloan & Cook, Consulting Engineers .. 
*Stanley Electric Tool hate ns 
State Law Reporting C Pe 
Superior Switchboard & Devices Co. 








Vv 

Vulcan Soot Blower Corp. ...........-0-cee 
Ww 

*Walker Electric Co. 


Wall, P., Mfg. Supply Co. ... 
Weston, Byron, Company ... 





Z 
Zenith Electric Co. 








Inside Front oat 


.. 1 
.. 6 
3 
e 
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PROFESSIONAL DIRECTORY 


© This page is reserved for engineers and engineering concerns especially equipped by 
experience and trained personnel to serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, design and construction. « « 














THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS e« WALUATIONS «© REPORTS 
PROPERTY EXAMINATIONS AND STUDIES for 
ACCOUNTING AND REGULATORY REQUIREMENTS 

CHICAGO - MILWAUKEE + NEW YORK + WASHINGTON - And Other Principal Cities 








e > 
Ford, Bacon « Davis, anc. x12 oases 
Enoincers Rcrreacne 

VALUATIONS AND REPORTS 
PHILADELPHIA NEW YORK DALLAS 


DESIGN 
CONSTRUCTION 
OPERATING COSTS 


CHICAGO WASHINGTON 








SANDERSON & PORTER 


ENGINEERS 


VALUATION DEPARTMENT 
APPRAISALS AND RATE QUESTIONS 


CHICAGO NEW YORK SAN FRANCISCO 








BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION—VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


PUBLIC UTILITY 
VALUATIONS AND REPORTS 
814 Electric Building Indianapolis, Ind. 


JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection wit 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








CHENEY AND FOSTER 


Engineers and Utility Consultants 


61 BROADWAY NEW YORK 











SLOAN & COOK 
CONSULTING ENGINEERS 


120 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 
Depreciation, Financial, and Other Investigations 
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Here's a complete Barco Hammer stowed in the : 
gage compartment of a small coupe. And it will & 
ready for duty almost as soon as it reaches the jel 





= one : ew - , ; ‘ (: , 
Gotta lh 


RURAL ELECTRIFICATION WORK 


@ Whether it’s operating pact and requires no cumbersom 
at a busy street intersection... or auxiliary equipment it neve 
on an inaccessible mountain ... blocks traffic. Amazingly econom 
the Barco Portable Gasoline Ham- ical and effective . . . winter 
mer saves time and cuts costs. summer... for breaking, digging 
Stowed away in the back of a car driving test rods, cutting asphal 
or a corner of a truck, the Barco drilling rock, tamping back-iill, ete 
can be taken to any job quickly the BARCO is well worth yo 
and cheaply. Because it is com- investigation. 


BARCO MANUFACTURING CO 


1803 W. Winnemac Ave. Chicago Il 
im RCO, ecu 
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Whether You Buy A Tankful Of Gasolene Or 
A Carload Of Oil — You Can Be Sure That 
CITIES SERVICE PRODUCTS Are Unsurpassed! 


THE QUALITY of Cities Service gasolenes, oils and greases is guarded 
every step of the way from the oil well to you. For Cities Service is a 
completely integrated unit in the oil industry, engaged in all phases 
of petroleum operation . . . production, transportation and refining. The 
finished products, backed by 74 years of refining experience, reach 
you through 15,000 reliable outlets. The Cities Service emblem is 
your guarantee of dependable products and efficient, courteous service. 


Serves A Nation! 
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HELPING YOU PROVE ELECTRICITY IS CHEK 


OU know that electricity ischeap. 
We know it. But does the public 
know it? 


To show, what.a tremendous amouft 
of work is contained in the kilowatt- 
hour—which’ you ‘sell for just a few 
cents—we'v have devised the bicycle- 
generator. It proves convincingly that 
electricity is,. beyond doubt,. today’s 
greatest bargain—proves it by letting 
the ‘ “‘rider’’ himself «try ‘to. make a 
kilowatt-hour. 


Thousands have tried—without suc- 
cess—to keep: jast a 100-watt. lamp 
burning brightly for a minute or two, 
or have exhaustéd themselves in a 


vain attempt to°toast a slice of bre 
They have little doubt that clectrici 
gives them moré for their money th 
anything else they buy. 


In the half-dozen cities where ith 
appeared—at trade shows, conve 
tions, and in electric-service compal 
showrooms—the G-E_bicycle-gene 
ator has won a new respect for the 0 
you are doing. If. you belieye sud 
educational work in your terfitot 
might..further the realization t 
electricity is a bafgain, we shall] 
glad to co-operate with you. in sof 
as the present. schedule of shovial 
will permit. Address Generai Blectti 
Dept. 6-201, Schenectady, N. Y. 





